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Buy/Sell advice from the world’s top-
performing investment experts. Top Stock 
Picks of the Month. Seasoned advisors and 
traders give their recommendations for Blue 
Chips, Small- Mid-Cap Stocks, Technology, 
Gold and Silver Stocks, Oil & Gas Stocks, 
Trading Strategies that will outperform the 
market for the balance of 2015 and into 2016.
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10 Great Stocks from
Around the World
If you want to invest in stocks, here are two 
words of advice: Go global. With the U.S. 
accounting for just 22 percent of the world’s 
economic activity, it’s hard to justify owning 
only domestic stocks. Investment experts 
looked for companies that traded in the U.S., 
had superior profit-growth prospects. Also, 
stocks that are on an upward trajectory; each 
of the U.S. stocks had to have beaten S&P’s 
500 index over the past five years, and each 
of the foreign stocks had to have outpaced 
the MSCI EAFE index.
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Gold: Identity Theft
John Ing, President, & CEO, Maison 
Placements Canada Inc. comments on gold, 
the U.S. dollar, and America’s indebtedness. 
Ing says gold fundamentals remain intact. On 
the technical side, gold is extremely oversold. 
He favors the liquid senior producers with 
abundant proven and probable reserves, 
together with improved balance sheets 
enabling them to exploit the development of 
those reserves. Of particular interest are the 
junior developers who have great brownfield 
projects but cannot come up with the equity 
in order to finance their projects. However, 
within an environment of depleting reserves, 
Ing believes those projects will become 
attractive and be among the first projects 
to be exploited.
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Overweight, nor specific assumptions 
about were we are in the economic cycle 
or any other valuation considerations. 
The driving principle was to create 
a list of companies whose business 
models and market positions would 
be increasingly differentiated by 2016. 

Debate continues to swirl regarding 
the numerous uncertainties currently 
affecting markets – factors such as oil 
prices, currency, Fed policy transition, 
reflation, and geopolitics. These cross-
currents presented an ideal oppor-
tunity for Morgan Stanley Research 
analysts to refresh a cornerstone of 
their analysis of identifying high-
quality companies likely to strengthen 
and extend a sustainable competitive 
advantage. The result is ‘30 for 2018’: 
Stocks for a 3-year holding period. 

30 for 2018 identifies the analysts 
best long-term picks based on sustain-
ability and quality of business model. 
Analysts were asked to identify the 
highest-quality companies in their 
sectors at times of market dislocations 
or uncertainty.

The main criterion is sustainability 
– of competitive advantage, business 
model, pricing power, cost efficiency, 
and growth. The analysts selected the 
companies that scored best on these 
criteria, paying special attention to 
RNOA, management’s attitude toward 
capital structure, and clarity and con-
sistency of shareholder remuneration 
(dividends/buybacks). Additionally, 
they incorporated key Environmen-
tal, Social, and Governance (ESG) 
principles, which can shed light on a 
management team’s approach to sus-
tainable and responsible governance 
over the very long term.

They took a long-term view. 
Analysts tried to identify the best 
franchises, not the most undervalued 
stocks. There was no prerequisite 
in their analysis that they be rated 

Here’s a look at the 30 stocks.

• Actavis  (ACT). We believe 
Actavis stands at a unique cross-
section between both Specialty and 
Major Pharmaceuticals. Since August 
2013, Actavis has transformed itself 
from a small, $18 billion market cap 
generics company into an over-$120 
billion market cap branded pharma 
powerhouse. Actavis recently closed its 
acquisition of Allergan, which should 
step up branded pharma earnings from 
~56% of 2016e EPS pre-deal to ~77% 
post-deal. We believe Allergan has 
several interesting pipeline candidates 
– DARPin (wet age-related macular 
degeneration), Botox (in new medical 
indications such as depression and 
osteoarthritis pain), and bimatoprost 
sustainedrelease (glaucoma). Allergan 
also plans to refile Semprana (levadex; 
migraine). Hence, our 2020 Allergan 
pipeline projection of $1.4 billion could 
prove conservative.

This transition from value (generics) 
into growth (brands), we believe, 
positions Actavis well for long-term 
growth. Because of its organic growth 
prospects and pipeline strength, we 
believe investors will gradually re-
rate ACT to Major Pharma comps. 
We project a 2015-2020 EPS CAGR 
of 14% vs. the Major Pharma median 
of 13%. Yet ACT currently trades at 
14x 2016e EPS vs the Major Pharma 
average of 16x.

We see a number of ways ACT stock 
can work over the next three years. (1) 
EPS could benefit from potentially 
faster-than expected capture of 
Allergan synergies, (2) The stock 

Continued on page 12

The Best 30 Stocks to
Hold for the Long-Term

OPEC expects increasing oil demand 
to prevent a further fall in prices and 
sees a more balanced market in 2016, 
its secretary-general recently said, the 
latest sign the group is sticking to its 
policy of defending market share.

Oil has dropped about 15 percent 
this month and halved in value in 
the past year but neither OPEC nor 
Russia, the world’s top producer, have 
cut output to support prices, hoping 
cheaper oil will hit U.S. shale and 
other rival sources.

“I would not expect they (prices) 
are going to fall because demand is 
growing,” OPEC Secretary-General 
Abdullah al-Badri told reporters in 
Moscow. OPEC pumps around 40 
percent of global oil production.

“The current situation is a test for 
all producers and investors. While 
the prices…no doubt will rebound, 
it is still too early to say when this 
will happen,” Badri said. He did not 
indicate what price he expected.

OPEC faces a further challenge 
from the prospect of rising output 
from Iran, which has been lobbying for 

other OPEC members to curb supply 
to make way for a hoped-for-rise in its 
exports following Tehran’s deal with 
world powers over its nuclear work.

But Badri, indicating confidence in 
the outlook, was quoted by Russia’s 
Interfax news agency as saying the 
market could accommodate extra 
oil from Iran as demand increased 
– echoing the view of Gulf OPEC 
members.

Russian Energy Minister Alexander 
Novak, who met with Badri earlier 
in the day, said they did not discuss 
coordination to help the market 
rebound.

Badri added that even if OPEC had 
cut output by as much as 2 million 
barrels per day (bpd) – equal to around 
half of Russian exports – it would not 
have helped prices.

Novak said earlier that an oil price 
of between $50 and $65 per barrel – 
compared to the current level of around 
$54 – was “expected”. He estimated 
that global oil demand would grow by 
1.2-1.3 million bpd this year.

Continued on page 7

OPEC says Oil Should Not Fall
Further, Sees Stability in 2016
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Da boyz, who have been brain-
washed with Keynesian bull manure, 
will be incapable of comprehending 
what is going on and will not adapt. 
The recent aforementioned COT num-
bers tell us that they are playing the 
same old game. They know no other.

The recent bond and Raz busts 
tell us that the market butcher is 
sharpening his knives. A Dow’s Theory 
stock market bust and gold breakout 
will tell us that the gutting process is 
in full force.

Editor’s Note: Thomas Henning, the 
“Curmudgeon” was raised on Chicago’s South 
Side. After attending grad school at the 
University of Chicago, he started in the 
brokerage business in 1963 and later became 
an SEC-registered investment advisor and a 
CFTC commodity trading advisor. Henning is an 
ardent jazz fan, navy history buff and, as a movie 
fan, is President of the Russell Hicks Fan Club.

Thomas Henning’s column, “Musings of a 
Stock Market Curmudgeon,” appears regularly 
in The Bull & Bear Financial Report, in both 
print and online editions.

Henning

OPEC says Oil Should Not Fall
Further, Sees Stability in 2016
Continued from page 1

While some OPEC delegates have 
expressed concern over the recent fall 
in prices, Badri said he had received 
no request for an extraordinary 
OPEC meeting before the next sched-
uled gathering in December – which 
Russia would be ready to attend if 
invited.

Russia and OPEC have a history 
of bumpy relations, with the group 
having urged Moscow a number of 
times to join in a market-boosting 
supply cut. Moscow has never fully 
cooperated and refused to do so as 
recently as June.

Withstanding the Drop
So far, Russia has withstood low 

prices, maintaining oil output at a 
post-Soviet high of 10.71 million bpd as 
a weak rouble offsets some of its losses.

Saudi Arabia, the world’s top oil 
exporter and largest producer in OPEC 
with one of the world’s lowest costs, 
ramped up its crude production to a 
record in June.

“Russian majors’ upstream cash 
flow break-evens are among the 
lowest in the world at less than $60 
per barrel. Costs are largely rouble-
denominated and among the lowest in 
the world,” Valentina Kretzschmar, a 
research director for Wood Mackenzie, 
said in a recent report.

The Russian rouble has lost half of 
its value since last year due to weak 
oil and Western sanctions imposed 
against Russia over its role in the 
Ukraine crisis.

In a joint statement, Russia and 
OPEC said they saw the possibility for 
the market to become more balanced 
and stable next year – an OPEC 
position based on expectations that 
China and the developing world will 
increase oil consumption.

“Despite current uncertainties, 

signs of a more balanced market 
in 2016 may provide much desired 
stability to the oil market in the longer 
term,” the statement said.

Novak said in a statement: “We, 
Russia and OPEC members, being 
responsible participants on the global 
oil market, should conduct our policy 
based on the full … understanding of 
its (global oil market) key factors and 
characteristics. Here we are pursuing 
the common goals of keeping the 
market in a balanced and stable state.”

 

Continued from page 3

sites. The widely lauded deal gives 
Priceline a foothold in China and 
solidifies its hold on the international 
travel market, which accounts for 88% 
of Priceline’s gross bookings.

Priceline shares suffered through 
an uncharacteristically poor 2014, 
during which they lost 2%, and they 
now trade at 14% below their all-time 
high. A key reason for the weakness 
was investor concern about the strong 
dollar’s impact on Priceline’s results. 
In fact, first-quarter results were 
tepid: Earnings climbed only 4% from 
the same period in 2014. And analysts 
see earnings gains of only 4% for all of 
2015. But they see profits expanding 
by 20% next year. UBS analyst Eric 
Sheridan thinks the shares offer 
compelling potential reward relative 
to the risks and that a price-earnings 
ratio of 21 times projected profits is 
not too much for a company with a 
dominant position in a fast-growing 
space.

• Sherwin-Williams (SHW: 
$280). The name Sherwin-Williams 
isn’t synonymous with paint, but it 
comes pretty close.

Not only is the 149-year-old company 
a leading maker of paints and coatings, 
it also has more than 4,000 eponymous 
stores in North and South America 
and a broad customer base ranging 
from do-it-yourself homeowners to 
professional builders. Credit Suisse 
analyst John McNulty says that over 
the next few years, Sherwin-Williams 

could experience the “opposite of a 
perfect storm” because of such positive 
developments as an improving real 
estate market, possible declines 
in raw-materials costs and a new 
partnership to sell paint in Lowe’s 
home-improvement stores.

Another boost comes from overseas 
acquisitions. After going on a deal-
making spree over the past seven 
years, Sherwin-Williams now owns 
subsidiaries or licensing agreements 
to sell its products in 50 countries 
outside the U.S. That helped boost 
sales by 9.3% in 2014. (The strong 
dollar pinched results, but only a bit; it 
trimmed the company’s sales by 1.4% 
in 2014, according to the firm.) For 
2015, the company expects sales to rise 
by high-single-digit percentages and 
earnings to reach about $11 per share, 
which would represent a 28% increase 
from last year. Sherwin-Williams has 
raised its dividend in each of the past 36 
years (including a 22% boost in 2015).

• Tata Motors (TTM; $35) is 
the leading automaker in India, the 
world’s second-most-populous country.

The company also owns the Jaguar 
and Land Rover brands, which it 
purchased from Ford in 2008. Those 
premium brands have boosted Tata’s 
sales and profit margins beyond what 
it could record with its own brand 
on its home turf. The JLR segment, 
as Tata calls its Jaguar and Land 
Rover businesses, is in overdrive: Led 
by a 17% gain in Land Rover sales, 
U.S. sales in April exceeded those 
in April 2014 by 15%. Sales of Tata 
commercial and personal vehicles in 
India, by contrast, gained 5% in April 
compared with the year before. (JLR 
sales accounted for 43% of Tata’s total 
vehicle sales in 2014.)

A slowdown in India’s growth rate 
(from 8% in 2011 to roughly 5% an-
nually from 2012 through 2014) hurt 
Tata’s domestic business, as cash-
strapped consumers bought motor-
cycles instead of cars. But things are 
turning around. Kiplinger expects 
growth of almost 7% in 2015. And car 
ownership is modest in India: 17 ve-
hicles per 1,000 people. (By contrast, 
in the U.S. there are more than 600 
vehicles per 1,000 people.) Those fac-
tors give Tata an opportunity to sell 
more cars in the coming years, says 
Morningstar analyst Piyush Jain. He 
adds that as roads, traffic laws and 
consumer safety awareness improve, 
car ownership in India should get 
another lift.

Editor’s Note: Kathy Kristof is an award-
winning financial journalist and contributor to 
Kiplinger’s Personal Finance magazine. David 
Milstead is a freelance writer who writes “Vox,” 
a markets and investing column for The Globe 
and Mail, the national newspaper of Canada. 
Readers can view some of their columns at 
Kiplinger.com.

Great Stocks from 
Around the World

English is the language people 
everywhere want to speak. The number of 
people who want to do so reportedly now 
tops two billion. Canadian junior penny 
stock Lingo Media knows that. And 
it’s flourishing by focusing exclusively 
on producing on-line and print-based 
products for people who want to learn 
English, reports Mike Kachanovsky, a 
regular contributor to Investor’s Digest 
of Canada who specializes in Canadian 
small-cap stocks.

“If you think there’s money in 
teaching English to people who don’t 
speak the language, you’re right.

Of the $56 billion-plus that was re-

portedly spent worldwide on language 
learning in 2013, a big chunk was 
spent learning English.

In fact, the number of people who 
now want to do so is estimated to top 
two billion.

So, yes, there’s money to be made 
– particularly in combining educa-
tional content with technology for the 
efficient delivery of learning products 
and programs.

One such company that’s risen 
to the challenge is Canadian junior 
penny stock Lingo Media Corp. 
(TSX.V: LM).

A Toronto-based Canadian small-

cap stock specializing in both on-line 
and print-based education products, 
Lingo has focused entirely on demand 
for learning English abroad.

For many years the company has 
operated a business unit that co-
publishes textbook programs in China 
– a unit with free cash flow of about 
$1.5 million in 2014.

But the company realized it could 
serve a much bigger market through 
an on-line digital library. And, in 
thinking it could, Lingo obviously 
wasn’t alone.

For example, edtech, or educational 
technology – the use of technology 
to teach language – is a sub-sector 
that’s fast outpacing the growth of 
bricks-and-mortar education with its 
classrooms and print-based products.

So, to serve this growing market, 
Lingo created a second business unit.

Not only did the company buy a 
big, award-winning content library, 
one with very sound courses, but it 
has since spent time developing and 
improving it.

And because it’s much easier to 
adapt an existing platform to serve 
this function than to build a new one, 
the company, to help roll the platform 
out, made two other acquisitions.

Then, to improve the platform and 
user interface, Lingo inked a strategic 
alliance with a software outfit that 
specializes in language learning 
technology.

The proprietary software and con-
tent, now available, enables users in 
any country to use diversified content 

to learn English.
Put another way, content can be 

matched to the cultural traits of a 
particular region, or to the specific 
needs of a corporate client.

For example, air traffic controllers 
in, say, Asia, would want to ensure the 
English they learn is precise and clear.

By contrast, elementary school 
teachers would want to be taught 
English that would be appropriate for 
students in grades one to six.

Potential new clients for Lingo 
include government agencies, corpora-
tions, universities and school boards.

Lingo’s business model mimics 
that of other software-as-service 
companies.

Recurring Revenue Key  
to Canadian Small-Cap 

Stock’s Growth
Not only does Lingo get a licence 

fee when each new client accesses the 
program, but it gets recurring licence 
fees after that.

Of course, Lingo also earns income 
by retaining content ownership of the 
new programs it creates in its digital 
library, a library that now boasts 
thousands of lessons.

Moreover, by making only minor 
adjustments, those lessons can be 
offered in any country.

Admittedly, integrating new acqui-
sitions as part of a turnaround strat-
egy can always be risky.

But to make it less so, Lingo has
Continued on page 25

Lingo Media:  
Canadian Penny Stock to Watch

http://Kiplinger.com
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25%-plus sustained topline growth for 
the next decade or more.

Two common pushbacks to the 
Workday story are (1) the slower 
uptake of SaaS solutions in the 
ERP market outside of HR; and (2) 
competition from legacy leaders like 
Oracle and SAP. While both likely 
remain overhangs in the near-term, 
we also expect these concerns to 
ease in the medium-to-longterm. 
Workday took a fundamentally 
different approach when developing 
its solution, building on a proprietary 
in-memory database that offers key 
architectural advantages in analytics 
and data management. We think these 
advantages will become increasingly 
apparent over time as Workday 
builds out its analytics suite, acting 
as a catalyst to speed migrations to 

Continued from page 23

we see a mining stock trading that low, someone 
automatically says that it must be a highly leveraged 
company or it has virtually no mine life. The answer 
to both is a resounding no. St Andrew has no debt and 
over $26 million in cash, which represents $0.07 a 
share on a $0.25 share price. And its cash should be 
climbing materially with the free cash flow it churns 
out each month. The mine life at the current run rate 
of production is about eight years and growing. It just 
added 25% to its reserves at the end of last year. Its 
NAV is in excess of $0.60 per share.

TGR: What are its all-in sustaining costs?
RA: They’re around US$900/oz, and are being 

helped by a weak Canadian dollar. St Andrew 
receives revenue in U.S. dollars, but its costs are in 
Canadian dollars.

TGR: Why is the market punishing St Andrew?
RA: It’s a matter of it being under the radar. The 

company has had virtually no analyst coverage. In 
fact, an analyst just published the first report on the 
company in some time. There used to be four or five 
analysts who covered it, but most of those firms have 
vanished. Also, there’s been little float in the company; 
it hasn’t required any financing over the last number of 
years. But there is one major catalyst ahead: the Taylor 
mine is coming on line in the next two months and it 
should take production from just shy of 100 Koz to 130+ 
Koz. The low Canadian dollar also helps materially. So 
we’re seeing excellent production growth and low costs, 
and St Andrew has cash on hand—it’s been cash flow 
positive for around 15 consecutive quarters.

TGR: There has been some consolidation in the 
Timmins Camp since our last interview. Could St 
Andrew become a target?

RA: Anybody can become a target. As we discussed 
before, in this industry, one plus one equals more than 
two, especially when a company is producing more 
than 300 Koz annually. Plus St Andrew owns 120 
kilometers of land along the Porcupine-Destor Fault, 
making it the largest landholder in the Timmins 
mining camp. There are at least three companies 
in that camp that could combine with St Andrew to 
produce over 300 Koz per year, not to mention the 
synergies of combining with a nearby competitor.

TGR: What are some other small names you 
follow?

RA: Dynacor Gold Mines Inc. (TSX: DNG) 
is another one that we continue to own. It’s 
predominantly a miller rather than a miner in Peru, 
though it does have the Tumipampa gold project 
there that it continues to develop, which could add 
tremendous value. In the meantime, the company 
is trading, ex-cash on hand, at about 5x its current 
earnings power. I use earnings power because this 
month the company is expanding the production 
capacity at its mill. Dyancor’s earnings power should 
go up even further from its new plant, which will have 
double the capacity of the existing one and ultimately 
be much lower cost. Its earnings power could be about 
$0.40 a share this time next year or higher. And it is 
still developing Tumipampa, which could have at least 
1 million ounces and potentially more.

TGR: Is Dynacor considered a reputable brand 
among the gold millers in Peru?

RA: Dynacor is certainly trusted in the community.

TGR: With the growing number of contract 
miners in Peru, is the competition for milling ore a 
threat to the Dynacor business model?

RA: I don’t think that many more mills have 
entered the space. That is the perception because 
there are two or three companies that are now listed, 
but I think more capacity has left the space than 
entered it. It’s just not as visible because the capacity 
that’s vanished was from players who’d been there for 
a number of years but who are now noncompliant with 
new regulations set by the Peruvian government. In 
fact, that’s why Dynacor’s performance has improved 
so much in the last 12 months; it has been sopping up 
the ounces that were previously going to other mills.

TGR: We are in the dog days of gold’s summer of 

Continued from page 7

partnered with a top-tier software 
development team.

The company has also enlarged its 
editorial crew to include people with 
the skills necessary to develop content, 
as well as react quickly to the needs 
of its clients.

In addition, to help develop its 
products, Lingo boasts relationships 
with external contractors.

And rather than open permanent 
offices in each country in which it 
does business, the company gives 
its distributors incentives to sell its 
products.

For a small-cap stock like Lingo, 
such flexibility is key in keeping costs 
down, while continuing to deliver the 
services clients want.

It also gives it the necessary pricing 
advantage to keep the company out 
in front of bigger rivals in the same 
sector.

Indeed, with its software and ser-
vices, Lingo can generate very high 
margins, putting it in a position to 
grow earnings rapidly as it adds new 
clients.

Moreover, by being nimble, the 
company has the advantage of continu-
ally adapting – and, improving – both 
content and technology that’s growing 
rapidly.

For its first quarter, Lingo posted 
revenue of $651,630 – a 176 per cent 
increase year over year.

The company also swung to a net 
profit of $225,430 from a net loss of 

Canadian 
Penny Stocks

$52,870 for the similar period in 2014.
In addition, Lingo saw compre-

hensive income swing to a positive 
$146,600 from a negative $181,570.

Stronger Numbers Likely 
for this Small-Cap  

Growth Stock
But because its legacy publishing 

business fuels seasonal strength in the 
second and fourth quarters, investors 
could see even stronger numbers for 
the rest of 2015.

With 30 million shares outstanding, 
Lingo’s market value is only about $7 
million.

Lingo’s priority is not only to win 
new contracts that will fuel revenue, 
earnings and cash flow, but to pay off 
debt and finish the year with a clean 
balance sheet.

In the meantime, the company 
remains profitable. And its business 
model is easy to understand, as 
well as one that should fuel rapid 
growth.

For speculative investors, small-
cap growth stocks with low debt, but 
high profit margins, tend to offer 
greater potential for market gains.

Indeed, with Lingo’s peers now 
trading as high as 15 times earnings, 
there’s obviously plenty of upside 
potential to keep Lingo on your list of 
Canadian penny stocks to watch.

Source: Investor’s Digest of Canada, 133 
Richmond St. W., Toronto, ON M5H 3M8. 1 
year, 24 issues, $137.

One of the many featured sections of 
this award winning investment advisory is 
“Morning Call” where readers get Buy, Sell and 
Hold advice plus earnings estimates on more 
than 1,000 Canadian companies from leading 
analysts across Canada. For a six month, 
Special No-Risk Trial of just $37 + tax visit  
www.adviceforinvestors.com.

discontent. What would you say to the remaining 
investors in the space?

RA: Unless we’re into something different 
this time – which could be an outright deflation 
because I can’t think of anything else that would 
cause everything in Commodityland, not just gold, 
to suddenly start trading below their respective 
average costs of production – then we should be 
seeing the lows right here. It does not appear that 
we are in a global recession. Au contraire, there are 
signs of a global acceleration after the mid-cycle 
slowdown we’ve been living through.

August is typically a good month for gold and the U.S. 
dollar appears set to peak given that it’s overvalued, 
stretched, and the U.S. government and U.S. Federal 
Reserve probably would prefer a weaker U.S. dollar. 
The average global all-in sustaining costs to produce 
gold are always growing and normally support the low 
in the price of a commodity. We are at or slightly below 
that mark. If the global economy even slightly picks up 
here, perhaps that leads to a little more inflation and 
allows the supply and demand equation to rule the day.

TGR: Thank you for your insights, Randall.

Editor’s Note: Randall Abramson, CFA, is CEO and Portfolio 
Manager of Trapeze Asset Management Inc., a firm he cofounded 
in 1999 shortly after founding its affiliate broker dealer, Trapeze 
Capital Corp. Abramson was named one of Canada’s ‘Stock Market 
Superstars’ in Bob Thompson’s “Stock Market Superstars: Secrets 
of Canada’s Top Stock Pickers” (Insomniac Press, 2008). Trapeze’s 
separately managed accounts are long/short or long only, and have 
either an all-cap orientation or large cap-only mandate via the 
company’s Global Insight model.

Bull & Bear readers can read exclusive Gold Report interviews 
by signing up for their free E-newsletter at www.theaureport.com. 
Recent interviews with industry analysts and commentators, can 
be viewed at www.theaureport.com.

Resource Stocks (Cont.)

These are the Best
30 Stocks to Hold
for the Long-Term

the cloud in ERP and widening the 
competitive moat between Workday 
and peers looking to deliver legacy 
solutions via a cloud model.

We also anticipate improving prof-
itability over the next 3-5 years as 
Workday’s revenue mix shifts toward 
highly profitable renewals and as R&D 
investments scale. After breaking 
roughly even on FCF last year, we look 
for Workday to trend toward mid-teens 
free cash flow margins in F2018, which 
in turn should lend greater valuation 
support to the stock.

Risk Reward on a 12-month view 
(Equal-weight, PT $102).

Valuation Methodology: Our $102 
price target is derived from our base 
case valuation: 13.5x C2016e revenue, 
a premium to its high-growth peer 
group at 8.5x, which we believe is war-
ranted by Workday’s higher growth 
profile. Adjusting for growth, $102 
represents 0.35x EV/Sales/Growth, 
a premium to the high growth peer 
group avg of 0.27x.).

Risks: Competition from legacy vendors and/
or competing SaaS offerings. Faster growth & 
higher investments slow the path to profitability. 
Financials software does not migrate to SaaS, 
limiting market. Analyst: Jennifer Lowe.

Disclosure: The information and opinions 
in Morgan Stanley Research were prepared 
by Morgan Stanley & Co. LLC, and/or Morgan 
Stanley C.T.V.M. S.A., and/or Morgan Stanley 
Mexico, Casa de Bolsa, S.A. de C.V., and/or 
Morgan Stanley Canada Limited. As used in this 
disclosure section, “Morgan Stanley” includes 
Morgan Stanley & Co. LLC, Morgan Stanley 
C.T.V.M. S.A., Morgan Stanley Mexico, Casa 
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