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AUSTRALIA

Can Fortescue Metals Sustain Lofty Heights?
Can Fortescue Metals sustain record earnings and dividends? It all depends on the iron ore price trajectory.
-Upgrade momentum significant on a spot price scenario
-Fortescue Metals outperformed local iron ore peers in FY20
-Yield on elevated share price dependent on iron ore price sustainability
By Eva Brocklehurst
Fortescue Metals ((FMG)) finished FY20 with a flourish, providing a strong dividend and record earnings.
However, after a stellar run up in the share price over 2020 to date, several brokers suggest valuation is
becoming an issue.
FY21 guidance for 175-180mt has been reiterated along with C1 cash costs of US$13-13.5/wmt. Capital
expenditure guidance of US$3-3.4bn is also unchanged. Macquarie highlights a consistent operating
performance from Fortescue over the past 3-5 years and is confident in the company's ability to meet guidance.
Meanwhile, the final dividend of $1.00 implies a 77% pay-out ratio against FY20 earnings and Citi would not be
surprised if FY21 delivered a similar pay-out, forecasting a base case of $1.22.

Iron Ore Pricing
2

Revenue realisation lifted as West Pilbara fines product rose to 10% of the mix from 5% in FY19. Moreover,
tight market fundamentals and speculative financial operators have driven up the iron ore price, UBS
asserts, upgrading its 2020 iron ore price forecast to US$98/dmt.
Upgrade momentum is significant, Macquarie agrees, with a spot price scenario generating earnings for FY21-22
that translate to free cash flow yields of 17-18%.
Citi considers it highly probable that iron ore could average US$85/t in 2021 and US$75/t in 2022. China's
economic recovery has meant steel supply is up 2% in the year to date and iron ore imports up 12%.
At the other end of the spectrum Brazil's supply of iron ore has been affected by bad weather and unplanned
maintenance. China, therefore, has had to import more from the high-cost producers such as India and Russia.
However, UBS expects the fundamentals will soften in the second half as Brazilian production returns to the
table and financial speculators back out.
Valuation
Citi considers the risk/reward ratio is more attractive at Rio Tinto ((RIO)) but concedes a potential dividend
yield of 9% in FY21 will underwrite investor interest in Fortescue over the year ahead. Hence, the broker's
rating is upgraded to Neutral from Sell.
On the other hand, Ord Minnett notes the stock has risen 74% over the year to date while the iron ore price
has risen 37%, and this compares with a relatively flat trajectory over the year for BHP Group ((BHP)) and Rio
Tinto.
Hence, the broker opts to retain a Hold rating based on valuation. That said, Ord Minnett continues to like the
stock based on its attractive yield and relatively inexpensive multiple. Credit Suisse downgrades to
Underperform from Neutral because of the sustained outperformance and emphasises this is a valuation call,
noting the healthy yield.
While avoiding "reverse engineering" in terms of the valuation methodology the broker is also watching steel
demand in China very closely, not just for where the downside turning point may be but also for whether there
is continued tightness.
The stock has had a very strong run in both absolute terms and relative to the sector, Credit Suisse agrees.
While a lot of this is justifiable, those that do not hold the stock need to ask just how much more upside is
available when iron ore is above US$120/t and earnings are close to peaking.
A moderation in pricing is assumed but the broker acknowledges it was proved wrong by steel demand in
2019, and this appears to be the case again this year. So, the risk to Credit Suisse's rating downgrade is that
iron ore holds up longer than expected, which means that the yield on the elevated share price can be
maintained for longer.
Meanwhile, Fortescue's growth projects are on schedule and Eliwana is set for first ore to be railed in
December. Capital expenditure intentions on Eliwana are US$1.32-1.38bn and the resource estimate at Eliwana
declined to 1.8mt. First ore will be shipped from Iron Bridge in mid 2022.
Macquarie was disappointed with a -2% decline in reserves, implying just modest growth following mine
depletion.
Further growth projects are being explored, with the focus on commodities that support the de-carbonisation
and electrification of the transport sector. Fortescue aims to be net zero emissions by 2040, with a -26%
reduction by 2030. The company has budgeted US$300-400m in FY21 and US$250-350m in FY22 for solar-gas
hybrid energy and transmission infrastructure.
FNArena's database has two Buy ratings, four Hold and one Sell (Credit Suisse). The consensus target is $16.21,
suggesting -13.6% downside to the last share price. Targets range from $12.65 (Morgan Stanley) to $19.00
(Macquarie). The dividend yield on FY21 and FY22 forecasts, on present FX values, is 13.7% and 9.5%,
respectively.
Find out why FNArena subscribers like the service so much: "Your Feedback (Thank You)" - Warning this story
contains unashamedly positive feedback on the service provided.
FNArena is proud about its track record and past achievements: Ten Years On
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Nanosonics' Delay Frustrates Investors
Nanosonics remains a quality, structural growth story but the extensive delay in launching a second Trophon
product has frustrated investors.
-Infection prevention likely to have a growth spurt post pandemic
-Acquisitions could be increasingly likely
-Hospital access remains an issue going into FY21
By Eva Brocklehurst
Covid-19 is likely to cast a shadow over Nanosonics ((NAN)) for some time but the growth story remains intact.
That said, the pandemic has delayed the introduction of a second Trophon product and frustrated investors.
There were significant pandemic-related impacts on revenue in FY20 for both device sales and consumables,
resulting from restrictions to access hospitals. Canaccord Genuity was somewhat surprised at the extent,
having presumed the vast majority of procedures were non-elective.
Hence, while current circumstances are exceptional, it appears there is more variability in this particular
revenue stream than previously anticipated. In the new financial year to date the company has noted a
reduction in market access, higher distributor inventory and a slower recovery in consumables.

As a result, brokers have deferred revenue forecasts and downgraded estimates. However, UBS highlights the
business is a high-quality, structural growth story, and that has not changed.
Infection prevention is likely to have a growth spurt post the pandemic and Nanosonics should be able to
capitalise on this through its intellectual property. UBS suspects Nanosonics is collaborating with key industry
participants to enhance its new platform product.
Product Delay
4

UBS considers the launch of a new product is highly likely in FY22, noting more detail is expected in the second
half of FY21. Bell Potter also notes the delay but also that technical milestones are yet to be achieved and
remains of the view there is no certainty of a launch in FY22 either. As future revenue remains speculative the
broker includes a large discount for this risk.
The broker highlights the company's use of the word "likely" for deferring the product launch to FY22. There
was little detail on progress and Wilsons was particularly irritated at the need to "guess", although understands
management has been upfront about the problems faced in growing the Trophon business.
Still, the broker asserts the market appears to be valuing the second product at around $885m, sight unseen.
The areas of the company's focus for R&D are unchanged and include instrument cleaning/disinfection,
storage, environmental decontamination, compliance and traceability.
In the new era of Covid-19 chemistry is expected to play a part in reducing cross contamination of high
contact surfaces. On the positive side, Morgans also points out enhancements have been identified to improve
the potential when the product is ultimately launched.
Morgans remains of the view that the stock is a quality growth name and retains an Add rating, with the main
change to estimates being the removal of the $12m of revenue that was assumed to come from new products.
Canaccord Genuity also welcomes the optimisation of the product platform before it is submitted to the US
Food & Drug Administration. The broker assesses there are few catalysts now outside of acquisitions or product
in-licensing. Hence, acquisitions could be increasingly likely, given the company's cash holdings of $92m.
Revenue in the final four months of FY20 was significantly affected by the closure of medical facilities. In the
US, which represents more than 90% of total revenue, revenue grew 18% with a 38% increase in consumables
and an -11% contraction in device sales.
No earnings guidance was provided for FY21 but the company has noted a lower installed growth in the base in
the first half as hospital access remains an issue. Operating expenditure is forecast at $75-78m.
Bell Potter believes the US is likely to continue to be adversely affected by pandemic-related closures and
is not optimistic that pre-pandemic levels of ultrasound activity will resume across the US at least until
December 2020.
The broker, not one of the seven stockbrokers monitored daily on the FNArena database, downgrades to Sell
from Hold and lowers the target to $4.95 from $5.52. Canaccord Genuity, also not one of the seven, agrees the
delay in commercialising the new product is likely to frustrate investors and the share price may drift,
retaining a Hold rating with a $5.46 target.
Wilsons, not one of the seven, maintains an Underweight rating, reducing its target by -13% to $3.90. The
database has two Buy ratings and one Sell (Citi, yet to update on the FY20 financials). This results in a
consensus target of $6.12, signalling -0.2% downside to the last share price.
Find out why FNArena subscribers like the service so much: "Your Feedback (Thank You)" - Warning this story
contains unashamedly positive feedback on the service provided.
FNArena is proud about its track record and past achievements: Ten Years On
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All Systems Go For Fineos
Fineos Corp, the global insurance industry software provider, has hit the ground running on the ASX with a
stellar growth outlook
-Need to modernise insurance systems underpins outlook
-Large market opportunity in life, accident and health platforms
-Most of the subscription growth anticipated for FY21 close to being banked
By Eva Brocklehurst
Insurance industry software provider Fineos Corp ((FCL)) has hit the ground running on ASX, delivering revenue
and operating earnings that were well ahead of prospectus forecasts.
Insurers need to modernise their claims and compliance systems because of greater regulatory complexity and
the demands for a better customer experience. Moreover, legacy systems suffer from heightened risk and costs.
Macquarie found plenty to like in the outlook from the Irish company that listed on ASX just a year ago, noting
significant opportunities in its existing claims client base in the northern hemisphere for both up selling and
cross selling products.

The broker assesses growth in cloud-based revenue globally should drive margins as clients continue to migrate
to the cloud. The company is experiencing high demand for Integrated Disability and Absence Management
(IDAM) support from both US-based new and existing clients.
Fineos is investing more in sales to capture the growth potential, which Moelis welcomes because current
investment in sales is around 5% of revenue whereas product development is around 34%.
Macquarie notes R&D investment was up 24.3% compared with FY19. Demand for new product development
remains high and the company is expanding its capability. Additional engineers are being hired to accelerate
6

the transition of products to market and around 43% of employees are in R&D.
Still, Ord Minnett suspects more cost growth should be anticipated, which implies margins for the base
business may be lower in FY21. Given the size of market potential -- that is if the company's administration
suite becomes the default modern LA&H (life, accident and health) core platform -- the broker, too, supports
accelerated investment.
Management is confident it is uniquely placed as the only end-to-end LA&H platform. There was limited detail
around the recently-acquired Limelight Health with the result, although integration work has started and
should take 6-12 months.
Large Potential Market
Ord Minnett points out record new customer gains in FY20 demonstrated the pre-IPO deals were not "one-off".
Rather, the pandemic is underscoring a need for carriers to upgrade legacy systems.
Revenue of EUR87.8m increased 40% in FY20 and top-line targets have been reiterated. Total revenue growth
of 20% and 30% growth in subscriptions is expected in FY21, which does not include Limelight Health.
Moelis believes most of the subscription growth guidance for FY21 is near enough to being banked, given the
high level of conversions over the past 18 months and with many contracts featuring multi-year ramp-up
periods.
The stock trades at a high multiple, at 6.8x enterprise value/FY22 estimated sales but Moelis is confident in
the company's ability to win material share in what is a more than US$7bn LA&H opportunity. Moelis and Ord
Minnett have Buy ratings with targets of $6.15 and $5.00, respectively. Macquarie has an Outperform rating
with a $6.06 target.
Find out why FNArena subscribers like the service so much: "Your Feedback (Thank You)" - Warning this story
contains unashamedly positive feedback on the service provided.
FNArena is proud about its track record and past achievements: Ten Years On
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Material Matters: Iron Ore, Coal And Chrome
A glance through the latest expert views and predictions about commodities. Iron ore; gold; alumina;
metallurgical coal; and chrome.
-Tight supply/demand in iron ore could mean prices remain elevated
-Gold prices could stay higher for longer
-As inventory rises in China downside risk emerges for alumina
-Is a bottom finally emerging for coking coal?
-High chance of amount a market deficit in chrome
By Eva Brocklehurst
Iron Ore
Iron ore prices at spot have been just below US$130/dmt and have averaged US$96/dmt over the year to date.
Why? On the demand side, there is a strong economic recovery in China, which has meant crude steel output
has risen, and on the supply side there have been disruptions to production in Brazil and South Africa.
Economic stimulus in China is fuelling steel demand and UBS also notes vessel queues outside of China are
growing. Extended customs checks related to the pandemic have materially slowed offloading.
This explains low port inventory and higher prices. Ship loadings are expected to increase in August-September
and may weigh on futures prices. China is responsible for more than 50% of global crude steel output and makes
up around 75% of seaborne iron ore demand.

UBS also observes the correlation between iron ore prices and the shares of the bellwether producer, Brazil's
Vale, have broken down temporarily. The market has assigned limited upside to earnings drivers which are
temporary, such as Chinese stimulus and supply disruptions.
UBS disagrees with the view that that Vale has structurally de-rated following the dam breach at Brumadinho.
In the second half of 2022 Vale is expected to benefit from higher volume sales and temporary weakness in
freight rates when the Chinese vessel queues ease, which would add capacity to the seaborne market.
8

UBS believes current prices are unsustainable over the medium to longer term but the tight supply/demand
situation could mean prices remain elevated for some time. The broker lifts 2020 price forecasts to US$98/dmt
and adds US$5/t to the forward curve out to 2023.
Gold
UBS has re-jigged gold price forecasts, expecting these to stay higher for longer. For 2021 the broker now
expects US$2100/oz and for 2022, US$2000/oz. This drives a substantial lift to the broker's net profit forecasts
for the sector.
At present, the broker's valuations are based on a US$1900/oz price and no ratings have been changed. Most
preferred stocks are Newcrest Mining ((NCM)), Saracen Mineral Holdings ((SAR)), Regis Resources ((RRL)) and
OceanaGold ((OGC)), in that order.
Production growth is expected across most of the broker's coverage with Saracen the strongest and
Newcrest perceived to be in peak production but with a growth path from development of both Red Chris and
Havieron. Cost inflation is also likely and some of this is discretionary. As the gold price lifts managements
often decide to exploit lower grade ore that may have been uneconomic previously.
Alumina
Output at the Norsk Hydro Alunorte refinery has been reduced to 35-45% capacity as a result of pipeline
maintenance. This latest outage brings the alumina market ex-China temporarily into balance. As a result,
Morgan Stanley points out the price has risen to cut off the flow of exports and preserve the supply outside of
China. This is likely to then drive China's domestic price higher.
Morgan Stanley envisages further upside for the alumina price FOB Australia, which has already risen to
US$280/t, with the possibility to extend beyond US$300/t. Once production is restored at Alunorte prices are
likely to return to the mid US$200/t region.
Fundamentals continue to suggest to the broker a more bearish price outlook and, as visible inventory rises in
China, there is downside risk. Still, a weak US dollar, stockpiling and speculative interest should mean the
price trades well above production costs.
Metallurgical Coal
Is a bottom emerging for coking (metallurgical) coal? Prices have been depressed since April as a result of the
pandemic which has affected manufacturing and negatively impacted demand. UBS believes further downside
is unlikely though, as current prices put 23% of seaborne supply out of the money. Moreover supply restraint is
being exercised along with a number of major mine outages.
The broker estimates seaborne supply will contract -8% in 2020 and just outpace the -7% decline forecast for
demand. While China's economic recovery from the pandemic has supported the iron ore price, the country
relies less on the seaborne market for metallurgical coal. Outside of China, production is improving but it is
not expected to return to pre-pandemic levels until 2023.
However, steel production run-rates should lift and provide incentives for higher cost supply to re-enter the
market. UBS notes Australia makes up around 58% of seaborne supply and Queensland exports were down -20%
in July. Anglo-American has lowered 2020 guidance and BHP Group ((BHP)) has also indicated a small decline
in production.
While less significant for the Asian market, US exports are also down -36% in the first half of the year. In
contrast, China's domestic production has rebounded along with Mongolian imports. UBS envisages upside to
spot hard coking coal prices and potential to reach US$140/t by the end of 2020.
Chrome
Macquarie points out ferrochrome is a key ingredient in stainless steel production and this accounts for over
80% of its use. With no domestic chromium ore production in China this should have been one of the
commodities that benefited from a recovery in that country's economic and industrial production.
Moreover, virtual closure of the South African industry in April because of the pandemic would have greatly
reduced supplies on the market. South Africa accounts for around 60% of world supply.
Yet, over the past couple of months Macquarie notes there has been a big fall, and chrome ore prices now
stand at US$133/t, the same level as January and ahead of the coronavirus outbreak. This is well down from
the peak of US$170 in early June. This slide is attributed to a strong recovery in South African exports,
underpinned by a weak rand.
9

However, the strong bounce in exports comes despite mine closures and Glencore, the largest producer,
reporting second quarter production of only 78,000t, down from 388,000t in the first quarter. Glencore is
currently reviewing its South African ferrochrome operations and a decision on whether to reopen shuttered
capacity will be made in coming months.
Permanent ferrochrome closures in South Africa could be a catalyst for higher prices, although Macquarie
suggests this would be difficult to deliver politically. On the other side of the equation, in China, increased
chromium ore imports have slowed the pace of stock declines and made it harder for prices to recover.
Macquarie calculates a high chance of a market deficit with a likely -10% fall in global production and -3% fall
in demand. This reflects a recent upgrade to the broker's Chinese and Indonesian stainless steel production
estimates.
Find out why FNArena subscribers like the service so much: "Your Feedback (Thank You)" - Warning this story
contains unashamedly positive feedback on the service provided.
FNArena is proud about its track record and past achievements: Ten Years On
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ESG FOCUS

ESG Focus: Climate Change Megatrend - Part 2
FNArena's dedicated ESG Focus news section zooms in on matters Environmental, Social & Governance
(ESG) that are increasingly guiding investors preferences and decisions globally. For more news updates,
past and future:
https://www.fnarena.com/index.php/financial-news/daily-financial-news/category/esg-focus/
The energy sector is at the front line of the climate change war and is transforming at a rapid rate. FNArena
examines the prospects for the fossil fuel industry's business model and briefly tracks the implications for
Australian equities and bond markets
ESG Climate Change Megatrend – Part 2
-The soft underbelly of the fossil-fuel business model exposed
-Have we witnessed peak oil?
-Stranded assets, accounting, liability and the hot potato
-The impact of green investing on Australian equity and bond markets
By Sarah Mills
The biggest global transformation in the world today is the transition from fossil fuels to renewables, and this
will drive an even greater transformation – the 4th Industrial Revolution.
It is being driven by decarbonisation policies, and a plunge in the price of renewables.
This transition to affordable, reliable low-carbon energy is, in turn, transforming the energy sector. Fossil fuels
are being denied capital and renewables are attracting it.
Analysts note this trend will test the resilience of long-term financial and operational strategies of fossil fuel
companies and create both risk and opportunities for equity and fixed-income markets.
The weak underbelly of the fossil fuel business model
The fact that fossil fuels are falling so hard and so fast reflects a business model that has externalised risk and
internalised profits.
It has done this by relying on subsidies and tax breaks for profitability and risk-abrogation; and capital from
coalitions of the willing who are banking on continued government support. Its potential to spark geopolitical
conflict also counts against it.
The industry’s saviour has been the lack of viable competition, but that is no longer the case. Renewables in
contrast no longer even need subsidies to compete. Some technical barriers remain, but the pace of
technological change in the energy sector is breathtaking.
What’s happening with subsidies
Every year since 2009 the G7 and G20 have committed to phase out fossil fuel subsidies along with related
commitments under the Sustainable Development Goals (SDGs) and the Paris Agreement.
This essentially means that anyone investing in fossil fuels are betting against the House – a risky strategy.
According to the International Energy Agency, government subsidies to the fossil fuel industry total roughly
US$400bn a year, money that has, to date and after expenses, gone into the pockets of industry investors.
Recognising the critical role carbon plays in the economy, many investors have demonstrated a willingness to
bank on a slower transition, or alternatively are willing to trade the volatility.
After all, the G7 governments alone, despite their commitments, continue to provide at least US$100bn in
subsidies to the production and use of coal, oil and gas.
11

The German government, for example, has paid billions in compensation to fossil fuel and nuclear energy
companies as it shifts to renewables. If this model were to be followed globally, it would suggest potential
pay-offs in other countries. But this is not a certainty.
One thing investors can count on, however, is an average decline in government subsidies over time given they
increase systemic and political risk, countering the SDG goal of reducing inequality (which we noted in Part 1
of this Climate Change series, is inextricably linked to the climate change SDGs), and has broader implications
for markets in the long term.
Governments are only likely to continue to subsidise or side with the industry to the extent that it reduces
shock to their economies from the transition.
From a direct ESG perspective, the industry has long relied heavily on capital from institutional and private
investors to fund new projects. These funding sources include banks and direct shareholders.
This is drying up rapidly as institutions, financiers and insurers exit or reduce their climate-change exposures to
fossil fuels, as well as divert energy allocations to renewable competitors.
Funds that are still flowing to fossil fuel producers are increasingly coming with sustainability conditions, so
the cost of capital for new projects is rising, further underlining the industry’s structural weaknesses.

Have we witnessed peak oil?
The International Energy Agency (IEA) noted in February that global energy-related CO2 emissions stopped
growing in 2019, as renewable energy costs plunged, even as the world economy expanded nearly 3%.
This suggests a tipping point may have been reached, one which could potentially have triggered an oil crash
independent of covid-19 and the Saudi-Russian oil wars, as markets adjust to the new paradigm.
Covid-19, meanwhile, has brought the ballooning industry risk into stark relief, sending oil prices into negative
territory and testing the world’s storage capacity to the limit. Most importantly, it proved the industry is
broadly unprofitable (without and despite its massive subsidies) in both good and bad times.
In 2019, the MSCI World Index was up almost 24% in US-dollar terms, while the MSCI World Energy Index
returned just more than 12% and has underperformed its wider global equity equivalent in four of the last five
years.
Low returns, rising volatility and intensifying competition, make the industry increasingly unappealing.
Covid-19 also brought to the forefront the spectre of reduced petrol consumption through work-from-home
shifts; potential carbon infrastructure restructuring related to 4IR; reduced consumer demand for tourism,
particularly international tourism; a sharp reduction in corporate travel; and reinforced the push for global
onshoring and optimisation of supply chains.
12

Citi in its Global Economics Review, says research on past pandemics reveals a legacy of persistent negative
effects on economic growth – one that lasts for several years reducing energy demands. The analysts also
perceived intensified deglobalisation to be the biggest structural risk to the global economic outlook.
None of this bodes well for fossil fuels.
Investors in energy equities are being advised to carefully balance their interests between renewables and
fossil fuels and ensure that the fossil fuel companies they invest in are “best in class” from an ESG perspective.
This is because, with the exception of regulation, it is the flow of ESG funds into energy companies that will
likely save them from early collapse and protect them against growing volatility in the sector.
High dividend yields of 5%-plus are no longer sufficient to provide a buffer against volatility that can trigger
permanent losses in excess of -30%, and the associated asset impairment, storage costs and redundancy.
In Britain for example, 37% of electricity production now comes from renewables.
Investors there are experiencing painful losses in high-yield and private-debt holdings linked to fossil fuel
investments. This experience is being repeated around the world.
We will examine the high-yield fixed income market in a separate article.
All of this suggests that we may have witnessed, or be approaching, peak oil. However, the fourth industrial
revolution is yet to be rolled out. It will require investment and energy. But if the world is to main on-track
with the Paris Agreement climate goals, emissions must fall one way or another.
Risk profile for fossil fuels
Fossil fuels face four main climate change related risks.
Regulatory action
Reduced fossil fuel subsidies and market competition.
Sociopolitical stigmatisation
Transition risk
Regulatory action: Governments directly or indirectly drive more than 70% of global energy investments,
according to the IEA, so government policy has a huge impact.
The world’s governments have made their intentions clear, committing to the Paris Agreement every year since
2009, and that commitment is intensifying. Expect more regulation.
Subsidies: The industry’s lifeblood – subsidies – is being withdrawn. The relatively conservative IEA’s executive
director Dr Fatih Birol, traditionally not a strong supporter of the Paris Agreement, came out punching in
favour of renewables after the coronavirus crash.
We must “put clean energy at the heart of stimulus plans to counter the coronavirus”, he said in March, and
urged governments to lower or remove subsidies for fossil fuel consumption.
Market competition: Any reduction in subsidies will have a massive implication for fossil fuels, especially given
many renewables no longer need subsidies. Global upstream oil and gas investment is expected to fall by one
third of 2019 levels for the foreseeable future to reflect this. Meanwhile, the cost of solar energy, for
example, is falling at a rate of -10% to -20% a year. FNArena will examine this state of affairs in articles on oil,
gas and renewables.
Sociopolitical stigmatisation: ESG investors are directing capital away from the worst climate offenders and
“inequality” offenders towards competitors, as they seek to protect their portfolios from climate-change risk.
Transition risk: Transition to renewables is risky: for fossil fuel companies, investors and society. This means
governments are unlikely to force the fossil fuel companies to go cold turkey on subsidies. As upstream
investment subsides, any failure of renewables to fill the breach is likely to result in rude shocks to the system.
This means that transition risk holds some opportunity for the indefatigable fossil fuel investor with nerves of
steel. The big wild cards will be technological advances that support reliable renewable base loads and energy
storage.
The companies most likely to survive this decade will be the large diversified conglomerates that have declared
and demonstrated a clear commitment to restructuring their organisations to a sustainable, decarbonised
model. The first to fall are likely to be pure play energy companies with poor practices.
For example, over the past decade, the Australian share market grew by 20%, and Australia’s pure play fossil
13

fuel companies almost halved in value.
The story for big diversified conglomerates that have shown a willingness to exit coal and adopt sustainability
initiatives is another story. BHP Group shares, for example, are trading at pre-coronavirus levels, while pure
energy plays like Santos are languishing near their post-coronavirus lows.
Climate change and the Australian equities market
Australia has one of the most energy intense share markets in the world and is heavily exposed to
climate-change transition risk.
According to Market Forces, about five years ago, some 12 companies comprised half of the ASX’s
capitalisation – nearly all had high exposures to climate change.
Now 20 companies comprise 47%, illustrating the declining weightings of primarily those with fossil fuel
exposures.
In the Australian market, risks range from coalminers to oil and gas majors, power generators, diversified
miners with some fossil fuel operations, to companies providing services to fossil fuel producers, including
banks and insurers.
The 22 carriers of ‘unburnable’ carbon risk
Despite the bleak outlook for fossil fuels, companies are pursuing at least 100 new and expansionary fossil fuel
projects in Australia at a cost of almost $150bn.
Market Forces noted that “in aggregate, fossil fuel companies are estimating they will freely be able to extract
(for subsequent sale and combustion) over three times more carbon than is compatible with the 2C limit.”
The organisation describes this as “unburnable carbon risk”.
According to a Market Forces report published a few years ago, Australia has 22 companies that plan to either
expand fossil fuel investment, or are relying on scenarios inconsistent with the Paris Agreement, to justify
their future prospects.
These companies include: Woodside Petroleum ((WPL)), Santos ((STO)), Origin Energy ((ORG)), South32 ((S32)),
APA Group ((APA)), AGL Energy ((AGL)), Oil Search ((OSH)), Aurizon Holdings ((AZJ)), Ampol ((ALD)), Worley
((WOR)), Seven Group Holdings ((SVW)), Beach Energy ((BPT)), Washington H. Soul Pattinson & Co ((SOL)),
Mineral Resources ((MIN)), Whitehaven Coal ((WHC)), New Hope Corp ((NHC)), Cooper Energy ((COE)), Karoon
Energy ((KAR)), Canarvon Petroleum ((CNV)), Senex Energy ((SXY)), FAR Ltd ((FAR)), and New Century
Resources ((NCZ)).
BHP Group ((BHP)), which teeters on the edge of these but has divested much of its coal holdings and
continues to make strong commitments to ESG investors, has a market weighting roughly equivalent to all of
the above.
Market Forces notes that at the start of 2020, super funds had more than $175bn of Australians’ retirement
savings invested in the 22, plus another $165bn in BHP.
ANZ Bank ((ANZ)), Commonwealth Bank ((CBA)), National Australia Bank ((NAB)) and Westpac ((WBC)) have
loaned roughly $7-8bn a year to these 22 companies since 2016.
Market Forces notes fossil fuel lending for expansionary projects by Australian Banks surpassed $35.5bn as at
July 8, 2020 and the level of lending to fossil fuels has remained consistent since 2016.
Commonwealth Bank had the greatest exposure.
Stranded assets, accounting practices and investor options
Market Forces describes unburnable carbon risk as “the risk to investors who hold shares in companies owning
reserves that those reserves will become ‘stranded’. … Valuations of fossil fuel reserves are based on
discounted cash flow analysis.
“Anticipated future changes in the use of fossil fuel reserves, even though they may have little impact on
price and production trajectories for say, a decade, can still have a significant impact on current value. So the
investment risk to shareholders in fossil fuel companies is significant.”
It adds that the aggregate market value attributed to individual company reserves is almost certainly
overstated. For example, at the time the report was published, BHP had the eighth largest carbon reserves of
listed companies worldwide but fossil fuels accounted for only about one third of earnings, but about two
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thirds of operating assets.
Market Force says investors have three choices:
Do nothing but plan for regular risk assessment;
Exit
Engage and hold companies accountable for their progress against commitments.
Legal exposures and the hot potato
Of course, taxpayers are footing the bill for most of this, not only with subsidies but with funds being siphoned
from taxes for write-offs.
Even were the Australian government to change its attitude towards the Paris Agreement, and cut subsidies or
regulate against fossil fuels, taxpayers may still end up wearing much of the bill, depending on the vagaries of
the Trans-Pacific Partnership (TPP) global courts, which are being granted the power to arbitrate over losses to
multinationals arising from changes in government legislation.
Adani and Santos, to name two high-profile cases, have both been granted government approval for dubious
projects, and many observers have suggested they may in fact be banking on billion-dollar bail-outs.
Such bailouts have the potential to mitigate investors’ losses but it is unlikely Investors will get off scot free,
particularly given the Australian share market’s broader exposure to the fossil fuel sector, but mainly because
the concerns about inequality related to climate change are likely to result in broader imposts.
In December 2016, Noel Hutley SC and junior counsel Sebastian Hartford-Davis determined that directors
ignoring climate risk could be liable for breaching their duty of care. This was reconfirmed in a supplementary
opinion in March.
Such rulings open the door for litigation against directors.
A common trend in the coal and oil and gas sector has been for majors to sell at-risk assets to juniors, which
then go bust (small cap investors beware), with the clean-up and rehabilitation costs being borne by the
government. Perhaps director litigation may temper such practices.
Similarly, in the United States, massive bankruptcies have been registered in the shale-gas industry and the
taxpayer has been left to pick up the cost of rehabilitation.
This could reduce growth and escalate environmental degradation, which could further hit equity and
fixed-income markets as government debts spiral. It is unclear how ESG policy makers intend to deal with this.
To date, market observers have speculated on major market corrections and possible “resets”. It may also fall
under the aegis of the inequality ESG.
Diversification
Many Australian investors are attempting to reduce domestic fossil fuel exposures by investing internationally
in green exchange-traded funds and green bonds, and sovereign equities and bonds in countries with low
carbon exposures.
While many investment advisers are still suggesting that organisations and family trusts, and other passive
investors include fossil fuels for purposes of diversification, the Market Forces 2020 report disagrees.
It found that screening out fossil fuel extraction and downstream industries can have negligible impact on
risk-adjusted returns. But this is only if it isn’t overly restrictive.
“The fossil fuel sector is unnecessary to prudent portfolio structure … it is possible to produce risk-adjusted
returns that are competitive with appropriate broad-market benchmarks through a portfolio that does not
invest in fossil fuel companies. ”
Ranking Australia’s major climate-change exposures
Market Forces produced a study in 2014 that ranked ASX200 companies according to their exposure to fossil
fuels and used this to screen out the most fossil-fuel exposed companies.
Then US-based analysts at the Aperio Group used simulation software to assess the impact of the screens on
risk and return compared to the ASX 200.
While dated, the report still offers a useful guide for ESG investors finding their green feet.
The survey ranked companies in three tiers, to reflect their exposures and potential divestment status:
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Tier 1 – includes companies substantially involved in fossil fuel extraction: the report suggests these should be
regarded as divestment candidates:
Woodside Petroleum, Origin Energy, Santos, Caltex Australia (now Ampol), Oil Search, Beach Energy, Aurora Oil
and Gas, Whitehaven Coal, Karoon Energy, Senex Energy, Drillsearch, Linc Energy, Aquila Resources ((AQA)),
Horizon Oil ((HZN)), Buru Energy ((BRU)), and Coalspur.
Tier 2 – includes companies with large downstream fossil fuel exposures and are also regarded as divestment
candidates. They include APA Group, AGL Energy, and Energy World ((EWC)).
Tier 3 – includes companies with large absolute direct fossil fuel exposure but those that face less risk, usually
because of their size and the diversification of their businesses. Market Forces lists these companies as either
divestment or engagement candidates and they include BHP Billiton, Rio Tinto, and Wesfarmers ((WES)).
BHP has been very active on the engagement front dedicating $400m to sustainable initiatives.
Rio Tinto, which had also been working on engagement lost significant market confidence after the
Juuka Gorge incident but is also in engagement mode.
Wesfarmers has been actively building its ESG credentials, signing green finance deals, which tend to
include, among other things, reporting on progress against climate change benchmarks.
Tier 4 – these include companies with Indirect fossil fuel exposure and the report advises institutions to start
with engagement but commends them as divestment candidates if engagement outcomes are unsatisfactory.
They include: ANZ Bank, Aurizon Holdings, Boart Longyear ((BLY)), Cardno ((COD)), Commonwealth Bank,
Decmil Group ((DCG)), Downer EDI ((DOW)), Incitec Pivot ((IPL)), Cimic Group ((CIM)), LendLease ((LLC)),
Macquarie Group ((MQG)), Mineral Resources, Monadelphous ((MND)), National Australia Bank, NRW Holdings
((NWH)), Orica ((ORI)), QBE Insurance ((QBE)), QUBE Holdings ((QUB)), Suncorp ((SUN), Cleanaway Waste
Management ((CWY)), Westpac, Worley.
For those keen to monitor this space, Market Forces also provides news on bankers and insurers and suppliers
to fossil fuel companies in Australia, allowing investors to better calculate their fossil fuel exposures in these
stocks.
For example, the US-listed company Marsh & Mclennan has been identified for finding an insurance broker for
Adani. This would appear to represent limited financial risk to the company but may raise the ire of large
social investors, impacting the share price. Liberty Mutual, HDI/Talanx and Aspen were revealed as Adani’s
insurers.
Fixed Income
Climate change is making its presence felt in the fixed income market.
On the one hand, tumbling fuel prices have been wreaking havoc in high-yield energy markets linked to fossil
fuels.
On the other, a whole new market has opened in the form of green finance. We will examine this briefly but
will cover green financing in greater depth in a separate article.
Green finance – the basics
A new market for issuance has opened in the form of green finance. Basically, sustainability-linked loans tie a
borrower’s cost of funding to their ESG performance and are often linked to specific sustainability initiatives.
The market recognises that the shift to sustainable energy is inevitable and costly. It also recognises that more
sustainable companies are likely to perform better in a decarbonising world, and offer something of a safe
harbour.
The market is loosely defined and includes green loans, green bonds, project finance and general
sustainability-linked bonds.
Global green bond and loan issuance hit US$250bn in 2019, posting growth of 49%, according to the Climate
Bond Initiative (CBI). The United States was the largest market, followed by China, then France. CBI expects
the market could hit US$1trn by 2021/2022.
Clean energy dominated with 31.5%, followed by low carbon buildings (29.3%), low-carbon transport (20.2%),
water (9%) and land use and waste (both at 3.5%).
Bond ratings are underpinned by the CBI international gold-standard certification, data from the Global
Reporting Initiative (GRI), a developing ratings system by ratings agencies S&P and Moody’s, and greater
disclosure on sustainability (in the United States, this is being wrought by the Sustainability Accounting
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disclosure on sustainability (in the United States, this is being wrought by the Sustainability Accounting
Standards Board).
Green bonds - bonds linked specifically to green assets such as low-carbon buildings, renewable energy and
low-carbon transport, have proved the most popular investment vehicle to date.
According to the Responsible Investment Association of Australasia’s 2018 Benchmarking Impact report, green
bonds on issue in 2018 totalled $4.9bn – far outpacing other impact investments, which stood at $948m.
Woolworths ((WOW)) became the first supermarket in the world to issue green bonds certified by the
not-for-profit Climate Bonds Initiative. The move was linked to Woolworth’s 2020 sustainability strategy and
specific investments in LED lighting, energy-efficient refrigeration, solar panels and the reduction of plastic on
fruit and vegetables.
The issue met massive demand, the order book rising to $2.2bn, far greater than the initial raising,
demonstrating the strong institutional demand for green bonds.
Commonwealth Bank and Wesfarmers signed a $400m three-year bilateral sustainability-linked loan, the first in
Australia to be linked to achieving better social outcomes – also perceived as critical in supporting the
transition to renewables.
This loan was the highest value single-lender loan facility and was linked to a reduction in carbon emissions
and an improvement in indigenous employment opportunities in return for a margin discount on their loan. A
miss on commitments triggers an increase in pricing.
This article has focused on the legal, political, and equity and fixed-income market implications for the fossil
fuel industry arising from climate change. The next article offers an overview of the coal, oil and gas industries.
FNArena's dedicated ESG Focus news section zooms in on matters Environmental, Social & Governance
(ESG) that are increasingly guiding investors preferences and decisions globally. For more news updates,
past and future:
https://www.fnarena.com/index.php/financial-news/daily-financial-news/category/esg-focus/
Find out why FNArena subscribers like the service so much: "Your Feedback (Thank You)" - Warning this story
contains unashamedly positive feedback on the service provided.
FNArena is proud about its track record and past achievements: Ten Years On
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WEEKLY REPORTS

Weekly Ratings, Targets, Forecast Changes 21-08-20
By Mark Woodruff
Guide:
The FNArena database tabulates the views of seven major Australian and international stock brokers: Citi,
Credit Suisse, Macquarie, Morgan Stanley, Morgans, Ord Minnett and UBS.
For the purpose of broker rating correlation, Outperform and Overweight ratings are grouped as Buy, Neutral
is grouped with Hold and Underperform and Underweight are grouped as Sell to provide a Buy/Hold/Sell
(B/H/S) ratio.
Ratings, consensus target price and forecast earnings tables are published at the bottom of this report.
Summary
Period: Monday August 17 to Friday August 21, 2020
Total Upgrades: 22
Total Downgrades: 24
Net Ratings Breakdown: Buy 47.92%; Hold 40.68%; Sell 11.40%
During a busy reporting period for ASX-listed stocks, the week ending Friday 21 st of August yielded twenty two
upgrades and twenty four downgrades to company ratings by stockbroking analysts. Of the twenty
two upgrades seventeen went to a direct Buy, and only two of twenty four downgrades went to a direct Sell.
Receiving two upgrades to ratings by different brokers were The Star Entertainment Group thanks to
impressive cost management, Coca-Cola Amatil for improving sales volumes and Monadelphous Group as a
result of better-than-expected margins, cashflow, and dividend. Additionally, Monadelphous was assessed as
having strong prospects for FY21, despite a pending lawsuit from Rio Tinto.
The only company receiving two downgrades to ratings was Domain Holdings and both were largely due to
valuation concerns, after a doubling of the share price since March 2020 lows. Surrounding commentary by
both analysts was quite upbeat and was further reflected by another broker upgrading the company’s rating
due to its leverage to an improved listing environment.
The table for largest percentage positive change to consensus target prices was dominated by the volatile high
PE stocks. IDP Education was a material ‘beat’ to consensus expectations due to a strong student placement
pipeline and good cost control. Netwealth Group received general applause for its resilient business model and
increasing funds under management, despite some margin pressure. While hope for Carsales and Wisetech
Global sprung from buoyant trading up to and beyond the financial year end. Carsales appears to be benefiting
from pandemic tailwinds and government stimulus, while Wisetech Global also impressed with operating
efficiencies and signs of a step-up in demand for its software by global freight forwarders.
By comparison with positive changes, negative target price changes were much less in percentage terms, with
brokers ruminating over the the sustainability of Telstra’s dividend and failing to see much upside for AGL
Energy over the next twelve months.
The table for negative updates to earnings estimates reveals significant adjustments for both Qantas Airways
and Flight Centre, due to delays in near-term domestic and long-term international travel. Brokers are
generally positive on the opportunity for Audinate Group, despite it having the third largest percentage
downgrade to earnings. The company is also beholden to a return of normalcy on the international scene, in
particular the opening of large venues for its audio visual offerings.
On a more positive note, the largest lift in percentage terms for earnings was Lendlease on strength in the
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development workbook and hopes for a resolution to the sale of its engineering division. A similar potential
divestment story is in play at South32 for its stake in South Africa Energy Coal. This, along with brokers being
generally positive on FY21 guidance by management, saw the company third on the table for earnings
upgrades, just below Sims Limited, with a better-than-expected FY20 result.
Total Neutral/Hold recommendations take up 47.92% of the total, versus 40.68% on Neutral/Hold, while Sell
ratings account for the remaining 11.4%.
Upgrade
THE A2 MILK COMPANY LIMITED ((A2M)) Upgrade to Outperform from Neutral by Credit Suisse .B/H/S: 3/1/2
Credit Suisse notes a2 Milk's FY20 result was solid and broadly on expected lines. The company expects strong
revenue growth to continue in FY21 along with some capex into milk processing and IT.
The company clarified it will continue to prioritise growth over return to shareholders.
Driven by attractive growth prospects and strong valuation support, Credit Suisse upgrades its rating to
Outperform from Neutral with the target price increasing to NZ$22.55 from NZ$17.65.
See also A2M downgrade.
ALTIUM LIMITED ((ALU)) Upgrade to Hold from Lighten by Ord Minnett .B/H/S: 1/4/0
Yesterday, Ord Minnett had placed its Lighten rating under review (see Report yesterday). Today, that review
has led to an upgrade to Hold.
The broker explains that while Altium's operational (EBITDA) performance proved slightly
better-than-expected, management's projections out to FY25 imply a slower growth rate, and that was exactly
why the Lighten rating had been put in place.
Even with the updated FY25 revenue mid-point of $429m circa -14% below the prior $500m target, Ord Minnett
observes investors have chosen to look through the downgrade.
Target price lifts to $31.15 from $29.50.
See also ALU downgrade.
BLUESCOPE STEEL LIMITED ((BSL)) Upgrade to Equal-weight from Underweight by Morgan Stanley .B/H/S:
3/3/0
Morgan Stanley found the results commendable, given difficult markets. Earnings (EBIT) were in line with prior
guidance and the broker's estimates.
Conditions appear to be gradually improving and Morgan Stanley upgrades to Equal-weight from Underweight.
No first half guidance was provided because of the high level of uncertainty.
Target is raised to $11.50 from $10.00. Industry view: Cautious.
COCA-COLA AMATIL LIMITED ((CCL)) Upgrade to Outperform from Neutral by Credit Suisse and Upgrade to
Add from Hold by Morgans .B/H/S: 3/4/0
The impact of the pandemic on first half earnings was less than Credit Suisse anticipated. The broker was
surprised that Indonesian EBIT broke even despite a -19% drop in volumes and applauds the company's efforts.
The broker no longer projects losses for Indonesia and factors in $70m for the company's new cost savings
program. NZ volumes and price assumptions are also upgraded.
Rating is upgraded to Outperform from Neutral and the target is raised to $11.25 from $9.00.
Coca-Cola Amatil’s result was materially stronger than Morgans expected due to a stronger volume recovery in
June, quicker than expected realisation of cost savings and cashflow was strong (and the highlight for the
broker).
Morgans highlights overall company volumes have improved sequentially since April, while volume trends in
developing countries are improving.
The balance sheet remains in a solid position, according to the analyst, and enabled the declaration of an
unfranked interim dividend of 9cps.
Following the result and encouraging volume trends Morgans upgrades earnings (EBIT) forecasts by 18.2%,
10.5% and 4% for FY20. FY21 and FY22.
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The rating is upgraded to Add from Hold. The target price is increased to $10.39 from $8.93.
DOMAIN HOLDINGS AUSTRALIA LIMITED ((DHG)) Upgrade to Hold from Reduce by Morgans .B/H/S: 3/3/0
Morgans relates Domain Holdings Australia has reported very similar online revenue trends to competitor
realestate.com ((REA)), with the core digital business seeing revenue declines of -6.4% in the year. However,
print revenues were decimated in the second half, according to the broker.
The company is aiming to move the audience reach conversation from quantity to quality of leads and ability
to match buyers and seller, according to the analyst. Additionally, the aim is to move from a classifieds
business to an agent and consumer enabler, participating in the lifecycle of the property transaction.
The rating is upgraded to a Hold from Reduce and Morgans is cognisant of the company's leverage to an
improved listing environment. The target price is increased to $3.37 from $2.25.
See also DHG downgrade.
DEXUS PROPERTY GROUP ((DXS)) Upgrade to Accumulate from Hold by Ord Minnett .B/H/S: 4/2/0
Dexus Property Group’s FY20 underlying funds from operations were slightly below Ord Minnett's forecast. A
dividend of 23c (20% franked) was declared, taking the full-year payout to 50.3c.
No dividend guidance has been given for FY21 due to uncertainty on rent collections. Even so, the broker
expects dividends to stabilise at 50-52c in FY22.
Taking a contrarian view of the group following its FY20 results, Ord Minnett upgrades its rating to Accumulate
from Hold with the target price increasing to $9.65 from $9.10.
HT&E LIMITED ((HT1)) Upgrade to Outperform from Neutral by Credit Suisse .B/H/S: 1/2/1
First half results were ahead of estimates driven by better cost management at Cody Outdoor and very strong
growth at Soprano Design.
The broker recognises the Australian Radio Network faces challenges but believes these are well understood.
A re-valuation of Soprano drives an upgrade to the broker's rating, to Outperform from Neutral. Target is
raised to $1.60 from $1.25.
HARVEY NORMAN HOLDINGS LIMITED ((HVN)) Upgrade to Accumulate from Hold by Ord Minnett .B/H/S:
4/2/0
Ord Minnett increases estimates by 2% for FY20 and 8% for FY21. Retailer success is considered a result of
lower expenditure in other consumption categories and this should drive solid results when the company
reports on August 28.
The broker upgrades to Accumulate from Hold as Harvey Norman is likely to benefit from operating leverage
and housing. Target is raised to $4.75 from $3.85.
MCMILLAN SHAKESPEARE LIMITED ((MMS)) Upgrade to Outperform from Neutral by Credit Suisse .B/H/S:
2/2/0
FY20 results were in line, with the exception of a lack of final dividend, although Credit Suisse is not surprised.
The broker considers the decision to withhold a dividend prudent rather than related to any specific cash flow
concerns.
While the recovery may be lumpy, July novated lease volumes are considered encouraging and tracking ahead
of the prior corresponding period.
Credit Suisse expects growth in FY21 and upgrades to Outperform from Neutral. Target is raised to $10.60
from $10.10.
MONADELPHOUS GROUP LIMITED ((MND)) Upgrade to Outperform from Neutral by Macquarie and Upgrade
to Hold from Lighten by Ord Minnett .B/H/S: 2/4/0
Monadelphous Group's FY20 net profit (NPAT) is 34% ahead of Macquarie's estimate. Margins, cash flows and
dividend were all ahead of the broker's forecasts.
The company sees potential for operating income margins to return to pre-covid-19 levels although the broker
considers this too optimistic.
Macquarie upgrades its rating to Outperform from Neutral with the target price increasing to $11.57 from
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$11.16.
Ord Minnett notes Monadelphous Group reported net profit of $36.5m for FY20, below the broker's estimate by
-10%. The company also pointed due to covid-19, 10% of FY210 revenue has been deferred into FY21.
The year ahead is expected to be strong but a lawsuit worth circa -$500m from Rio Tinto ((RIO)) precludes the
broker from being more positive on the stock.
Ord Minnett upgrades its rating to Hold from Lighten with the target price increasing to $10.80 from $10.
METCASH LIMITED ((MTS)) Upgrade to Outperform from Neutral by Credit Suisse .B/H/S: 5/1/0
Macro factors are expected to support expenditure on food retail. Metcash is also expected to experience
mid-high single digit sales growth.
Credit Suisse expects shopping behaviour will become more localised over the short term, benefiting
independent food stores.
Housing-related expenditure is a potential cyclical headwind for hardware, but that risk is expected to become
more obvious in 2021-22.
Rating is upgraded to Outperform from Neutral and the target raised to $3.47 from $3.07. A trading update is
expected at the AGM on August 26.
NORTHERN STAR RESOURCES LTD ((NST)) Upgrade to Outperform from Neutral by Credit Suisse .B/H/S:
1/2/2
FY20 results missed forecasts but reserve and mine life growth are positive, Credit Suisse notes.
FY21-22 production forecasts are softer than the broker expected along with modestly higher costs which
drives a downgrade to estimates.
That said, while production growth is likely to come at higher average cost it will be accretive and reflects a
superior growth profile versus peers, in the broker's view.
Credit Suisse upgrades to Outperform from Neutral. Target is lowered to $15.65 from $16.00.
NETWEALTH GROUP LIMITED ((NWL)) Upgrade to Neutral from Underperform by Credit Suisse .B/H/S: 1/3/2
FY20 results were slightly ahead of estimates. Guidance for flows of $8bn in FY21 is significantly higher than
Credit Suisse's previous forecasts.
While the company pointed to further revenue margin pressure, the broker considers this manageable given
the strong growth in funds under administration.
Forecasts are raised by 17% for FY21 and 27% for FY22. Rating is upgraded to Neutral from Underperform as,
while the valuation is optically high, it is considered justified by the three-year compound growth rate of
around 20%. Target is raised to $14.00 from $8.45.
PRO MEDICUS LIMITED ((PME)) Upgrade to Buy from Neutral by UBS .B/H/S: 2/0/0
Pro Medicus' FY21 result outpaced UBS forecasts and the broker upgrades to Buy, expecting positive catalysts
during FY21 and noting the recent pullback.
A sharper than expected rise in second-half exam volumes triggers a 5% increase in FY21 EPS forecasts. FY22-23
EPS earnings are downgraded -3% to -5% on expectations that expansion will moderate.
The pipeline continued to build through covid and the company has plenty of tendering opportunities. Cash
flow was strong, yielding a net cash position of $43m.
Target price is steady at $29.65.
SARACEN MINERAL HOLDINGS LIMITED ((SAR)) Upgrade to Buy from Neutral by UBS .B/H/S: 1/2/1
Saracen Mineral Holdings has unveiled its Superpit mine plan a month early, albeit not a full reveal.
UBS reckons near-term production is lower than markets expected, triggering near-end
earnings downgrades, but notes the plan has greater duration.
Given some details remain hazy, UBS spies potential to increase disappointing FY25-FY27 guidance, and extend
the mine life from FY35.
UBS says the miner offers a sector-leading five year production compound average growth rate of 5% out to
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UBS says the miner offers a sector-leading five year production compound average growth rate of 5% out to
2025.
Broker upgrades to Buy from Neutral noting the miner is trading at a 15% discount to valuation. Target price
rises to $6.75 from $6.50.
Production forecasts fall -3% for FY21 and -6% for FY22, driving a -17% and -27% fall in net profit after tax
estimates.
SG FLEET GROUP LIMITED ((SGF)) Upgrade to Outperform from Neutral by Macquarie .B/H/S: 1/1/0
SG Fleet Group's FY20 net profit beat Macquarie's forecast by circa 11.7% with the fourth quarter performance
better than expected. The group did not provide any guidance for FY21.
Trading improved in June continuing into the first half of FY21, notes the broker, along with better than
expected novated leads.
Macquarie upgrades its rating to Outperform from Neutral with the target price increasing to $1.92 from $1.85.
SIMS LIMITED ((SGM)) Upgrade to Outperform from Neutral by Macquarie .B/H/S: 3/3/0
Sims reported a better than expected FY20, observes Macquarie, with some improvement in market and
profitability. No dividend was declared.
Macquarie is impressed by how the group managed to reduce its costs in the UK and ANZ while winning four
important contracts in FY20 and another three for FY21. The company has not provided any guidance although
notes intake volumes are recovering.
The market environment has improved post lockdowns in North America and the UK, assesses the broker, and
upgrades its rating to Outperform from Neutral. Target is raised to $9.50 from $7.95.
THE STAR ENTERTAINMENT GROUP LIMITED ((SGR)) Upgrade to Outperform from Neutral by Credit Suisse
and Upgrade to Accumulate from Hold by Ord Minnett .B/H/S: 6/1/0
Credit Suisse notes excellent cost control and good customer management in the current trying times and
upgrades FY21 estimates. The broker assesses, by FY22, Star Entertainment is likely to have retired substantial
debt.
Management has identified $300m in assets that can be divested to fund FY21 investments.
The broker now models FY23 revenue at 80% of FY19. Rating is upgraded to Outperform from Neutral and the
target is raised to $3.60 from $3.40.
Star Entertainment Group's FY20 result outpaced consensus and Ord Minnett forecasts, thanks to impressive
cost management, although earnings disappointed.
Star has removed the dividend until leverage normalises. Domestic visits show some signs of improvement but
visibility is poor.
Deleveraging plans, the fact that Star is better positioned to deal with domestic capacity and supply than
competitors and the loyalty plan are likely to favour margin expansion, says the broker.
The broker expects an earnings fall in FY21 but upgrades the company to Accumulate from Hold and raises the
target price to $3.25 from $2.70.
TABCORP HOLDINGS LIMITED ((TAH)) Upgrade to Outperform from Neutral by Credit Suisse .B/H/S: 2/4/0
Tabcorp Holdings announced a lower payout to 75% of net profit while also stating dividends will resume "when
appropriate".
Credit Suisse assumes lottery will increase revenue by 1% in FY21 for Tabcorp versus -3% assumed previously.
The broker notes the first half will be cycling a period of exceptionally strong jackpots and the business might
grow.
Earnings growth forecasts for FY21-22 have been revised upwards.
Credit Suisse upgrades its rating to Outperform from Neutral with the target price increasing to $4.30 from
$3.65.
Downgrade
THE A2 MILK COMPANY LIMITED ((A2M)) Downgrade to Sell from Buy by Citi .B/H/S: 3/1/2
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Citi believes the best days are behind the company and downgrades to Sell from Buy. A substantial path for
growth continues but the outlook is considered increasingly risky amid a resurgence of Chinese brands and
increasing geopolitical risks.
The broker acknowledges use of the cash balance for acquisitions and/or capital management remains the
biggest risk to the view.
Citi reduces FY21 and FY22 net profit estimates by -3% to reflect the lower sales and earnings outlook for
China along with pressure on Australasian earnings from FY22 amid structural decline in the daigou channel.
Target is reduced to $17.20 from $21.50.
See also A2M upgrade.
ALTIUM LIMITED ((ALU)) Downgrade to Neutral from Outperform by Macquarie .B/H/S: 1/4/0
Altium's FY20 earnings beat Macquarie's forecasts by a nose, thanks to improved margins on in-line
revenue, but forward estimates disappointed.
The broker notes strong subscriber growth in response to heavy discounting in the June quarter.
Revenue and subscriber guidance is maintained out to 2025 but company management has pushed out the
timeline by six to 12 months. The goal remains to shift from a licence model toward SaaS, and to graduate
from software to a platform.
Earnings per share forecasts rise 1% in FY21; fall -10%, -13% and -8% in FY22, FY23 and FY24; and rise 1% in
FY25.
Target price rises 2.9% to $35 after removing the -5% covid-discount. Neutral rating retained, to reflect
virus uncertainty.
See also ALU upgrade.
BENDIGO AND ADELAIDE BANK LIMITED ((BEN)) Downgrade to Hold from Accumulate by Ord Minnett .B/H/S:
0/5/2
FY20 net profit was below Ord Minnett's forecasts. Costs rose 10% half-on-half in the second half. The broker
upgraded in June, predicated on evidence of an improving funding cost environment and a defensive book mix
that should limit the downside on impairment expenses.
Since then, developments have moved against this view and the rating is downgraded to Hold from
Accumulate. Ord Minnett reduces net profit estimates by -10% for FY21 and -12% for FY22. Target is reduced to
$6.70 from $8.10.
CARSALES.COM LIMITED ((CAR)) Downgrade to Hold from Add by Morgans .B/H/S: 1/5/0
Morgans describes the Carsales.com FY20 result as good in challenging times and FY21 should show continued
growth on a normalised basis.
A strong end of year and July trading confirms to the analyst used car conditions are buoyant.
The broker highlights international businesses now represent 24% of 'look through' revenue for the company,
with these businesses being the dominant portals in their geographies.
The rating is lowered to Hold from Add. The target price is increased to $19.17 from $14.58.
CHARTER HALL GROUP ((CHC)) Downgrade to Neutral from Buy by UBS .B/H/S: 5/1/0
UBS is of the view Charter Hall Group delivered "extraordinary growth" in a year marked by unprecedented
volatility.
The broker considers the guidance, -4% below UBS forecast, to be conservative and expects upgrades in the
year ahead.
UBS downgrades its rating to Neutral from Buy on valuation grounds with the target price revised upwards to
$12.25 from $9.80.
COCHLEAR LIMITED ((COH)) Downgrade to Sell from Neutral by Citi .B/H/S: 2/2/2
FY20 results were largely in line with expectations. Citi reduces FY21-22 estimates for earnings per share by
-24-27%. The broker expects flat sales compared with FY20, with growth returning in FY22.
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The broker acknowledges Cochlear could increase its implant market share given continued investment,
potentially helped by the recall from Advanced Bionics.
Rating is downgraded to Sell from Neutral on valuation. Target is lowered to $184 from $203.
COLES GROUP LIMITED ((COL)) Downgrade to Hold from Accumulate by Ord Minnett .B/H/S: 3/4/0
Coles Group's FY20 reported a mixed FY20 result: underlying net profit disappointing Ord Minnett; earnings
from the core food business in-line on expanded margins; and liquor, convenience and corporate segments
underperforming.
Operating cash flow was strong, the company boasting 111% cash conversion.
The broker is adopting a cautious outlook noting flattening food margins in the first quarter, growth challenges
and continued weakness in convenience, liquor and corporate segments.
Ord Minnett downgrades to Hold from Accumulate and the target price falls to $19 from $19.50.
CSL LIMITED ((CSL)) Downgrade to Neutral from Buy by Citi .B/H/S: 2/5/0
FY20 net profit was in line with Citi's estimates. The broker considers the FY21 net profit forecasts
($2.1-2.27bn) are achievable only of plasma collections improve over the course of the year.
Still, the broker remains positive about the control of the pandemic globally and sets its net profit estimates
near the top of the range. Citi downgrades to Neutral from Buy and reduces the target to $320 from $334.
CORPORATE TRAVEL MANAGEMENT LIMITED ((CTD)) Downgrade to Hold from Add by Morgans .B/H/S: 3/3/0
The FY20 result of Corporate Travel Management beat Morgans forecasts on most key metrics, particularly
cashflow and balance sheet strength.
The fourth quarter was materially stronger, according to the broker, with Europe and the US the strongest
contributors to group revenue.
The broker expects earnings may not return to FY19 levels until FY23.
The rating is downgraded to Hold from Add, as the stock has rallied 64% since being upgraded to an Add in
early August. The target price is increased to $14.20 from $12.85.
DOMAIN HOLDINGS AUSTRALIA LIMITED ((DHG)) Downgrade to Buy from Neutral by UBS and Downgrade to
Hold from Accumulate by Ord Minnett .B/H/S: 3/3/0
Domain Holdings Australia's FY20 was a "solid beat" versus UBS forecast, somewhat driven by JobKeeper
subsidies and a better than expected print result.
UBS has upgraded its FY21 earnings forecast by circa 25% and assumes a quicker return of subscription /agent
services revenues back to pre-pandemic levels.
The stock is trading at UBS' target price and the broker downgrades to Neutral from Buy rating with the target
price increasing to $3.60 from $3.55.
Domain Holdings revenue was down -9.1% on FY20. Ord Minnett notes Project Nash appears to support the
company quite favourably despite the lockdowns and restrictions.
With the company prioritising cost control in FY21, the broker expects better margins and has increased
operating earnings forecasts for FY21.
Domain is trading at an elevated premium to its peers, notes the broker, downgrading its recommendation to
Hold from Accumulate with a target price of $3.50.
See also DHG upgrade.
GROWTHPOINT PROPERTIES AUSTRALIA ((GOZ)) Downgrade to Hold from Accumulate by Ord Minnett
.B/H/S: 1/2/0
Growthpoint Properties' FY20 funds from operation (FFO) was 4% ahead of Ord Minnett’s forecast. Portfolio
occupancy decreased to 93% as Botanicca, a newly completed project in Melbourne, was vacant on completion.
No earnings guidance was provided for FY21 but the dividend was guided to 20c, down -8% versus FY20.
Driven by valuation, Ord Minnett downgrades its recommendation to Hold from Accumulate with the target
price rising to $3.40 from $3.30.
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IDP EDUCATION LIMITED ((IEL)) Downgrade to Hold from Add by Morgans .B/H/S: 4/1/0
IDP Education’s FY20 result was materially ahead of Morgans expectations.
This was largely due to a quicker-than-expected recovery of its IELTS division and signs of strong student
demand for its placement operations.
The company ended the period with $205m of net cash (assisted by the $225m capital raising in April) and
declared it will pay its deferred 19.5cps interim dividend in September.
Morgans does not expect the recovery to be linear for the company and due to the recent strong share price
the rating is reduced to Hold from Add.
The target price is increased to $19.31 from $15.07.
IMDEX LIMITED ((IMD)) Downgrade to Neutral from Buy by UBS .B/H/S: 0/1/0
Imdex's FY20 operating income beat UBS's forecast. The broker highlights a strong start to FY21 with tools to
hire exceeding last year. Progressive recovery is expected across FY21 and FY22.
Earnings growth forecasts downgraded by -3-7% for FY21-23 driven by higher D&A charges which
offset operational upgrades of 3-11% across FY21-23.
The broker downgrades its rating to Neutral from Buy with the target price increasing to $1.45 from $1.30.
IRESS LIMITED ((IRE)) Downgrade to Hold from Add by Morgans .B/H/S: 1/2/1
Iress reported headline profit (NPAT) of $26.3m, which was broadly in-line with Morgans forecasts. An interim
dividend of 16cps was declared.
The company did not reinstate previous guidance, given continued potential disruptions (primarily related to
project implementations) from covid-19.
Morgans concludes the company has a strong recurring earnings base and pipeline of opportunities, but
investment for growth remains high and the broker is looking for a clearer point at which operating leverage
will materialise.
The rating is downgraded to Hold from Add. The target price is decreased to $12.05 from $13.74.
INVOCARE LIMITED ((IVC)) Downgrade to Neutral from Buy by Citi .B/H/S: 1/4/1
Citi reduces 2020-22 operating earnings forecasts to account for the lower volume in case averages that is
expected over the foreseeable future.
The broker also assumes gathering restrictions will affect the business and the multiple will re-rate higher as
social distancing measures are eased and there is clarity on the new senior management strategy.
First half net profit was -17% below forecasts and there is no 2020 guidance. However, the 5.5c
interim dividend was unexpected. Rating is downgraded to Neutral from Buy. Target is lowered to $11.00 from
$12.75.
ORIGIN ENERGY LIMITED ((ORG)) Downgrade to Neutral from Outperform by Macquarie .B/H/S: 4/3/0
FY20 results were in line with Macquarie's estimates. Weaker pricing has weighed on guidance, with underlying
profit forecast to fall to $300m in FY21. Operating earnings guidance (EBITDA) is $1.15-1.3bn.
Macquarie notes the upside relies on a rally in oil and/or gas prices amid the company's ability to shorten its
exposure to falling power prices. Rating is downgraded to Neutral from Outperform and the target reduced to
$6.01 from $6.62.
QANTAS AIRWAYS LIMITED ((QAN)) Neutral by Citi .B/H/S: 3/2/1
Qantas's FY20 result was a shocker as expected, and the broker downgrades FY22 and FY23 revisions -6% and
-10% respectively, finding little joy in the outlook.
Cit expects a domestic recovery in the second half of FY21, led by Jetstar Domestic, but the earliest recovery
for the international operations is FY22.
On the upside, Qantas is addressing its cost base and the broker expects FY21 first-half earnings will represent
the nadir. Neutral (High Risk) rating retained. Target falls to $4.40 from $4.60.
SONIC HEALTHCARE LIMITED ((SHL)) Downgrade to Neutral from Buy by Citi .B/H/S: 2/4/1
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SONIC HEALTHCARE LIMITED ((SHL)) Downgrade to Neutral from Buy by Citi .B/H/S: 2/4/1
Sonice Healthcare has delivered an FY20 result above June guidance, consensus and Citi forecasts, courtesy an
uptick in covid testing. While pathology rose, radiology took a -10% hit as volumes dried up.
Cash generation was strong and the business base largely recovered from its March-May slump by
year-end. Revenue growth in July and August was extremely strong, again thanks to covid. No guidance was
forthcoming.
FY21 forecasts rise but Citi expects a return to normal in FY22, although FY22 EPS forecasts fall -7% to reflect
currency and interest rate movements.
Broker downgrades to Neutral from Buy. Target is raised to $35.50 from $34.00.
SMARTGROUP CORPORATION LTD ((SIQ)) Downgrade to Hold from Add by Morgans .B/H/S: 2/3/0
First half profit (NPATA) of $32.1m was in-line with recent guidance with the balance sheet net debt figure of
around $12m a key positive, notes Morgans.
Novated lease volumes showed further recovery into June/July, but not to the same extent as competitors,
according to the broker.
Morgans expects a relatively low organic growth profile and capital will likely need to be deployed
(acquisitions) for growth.
The rating is lowered to Hold from Add. The target price is decreased to $6.75 from $7.20.
TELSTRA CORPORATION LIMITED ((TLS)) Downgrade to Hold from Accumulate by Ord Minnett .B/H/S: 3/2/1
FY20 net profit was down -14.4% while underlying operating earnings (EBITDA) increased 11.5%. Ord Minnett
makes material reductions to forecasts based on the FY20 financials and FY21 guidance and also transfers
coverage to another analyst.
The broker's review highlights significant structural challenges and the dividend yield is not considered overly
compelling. Rating is downgraded to Hold from Accumulate and the target lowered to $3.40 from $4.10.
TREASURY WINE ESTATES LIMITED ((TWE)) Downgrade to Neutral from Outperform by Macquarie .B/H/S:
1/5/0
Treasury Wine Estates is caught between rising geopolitical tensions between Australia and China, with the
latter investigating the winemaker for anti-dumping practices.
Macquarie sees the company as a pawn in a larger game, noting Treasury Wine's Asian division which forms
about 40% of the group's operating income may suffer.
China is the winemaker's key export region, highlights the broker, adding any disruption in this market would
be "very destructive" for the company.
The rating is downgraded to Neutral from Outperform. The target price is decreased to $10.60 from $14.90.
VIVA ENERGY GROUP LIMITED ((VEA)) Downgrade to Hold from Add by Morgans .B/H/S: 3/3/0
Viva Energy Group posted a relatively good first half result, according to Morgans. The analyst states retail was
close to estimates, commercial impressed and refining again dragged.
The broker highlights the outlook for the refining business remains uncertain.
The company will distribute most of the Viva Energy REIT sale proceeds (around $530m) to shareholders
through a capital return of 21.46cps and special dividend of 5.94cps.
Following recent share price strength, the rating is decreased to Hold from Add. The target price is decreased
to $1.95 from $2.00.
WISETECH GLOBAL LIMITED ((WTC)) Downgrade to Neutral from Outperform by Credit Suisse .B/H/S: 1/2/1
Wisetech Global's FY20 result was slightly ahead of Credit Suisse's forecast and at the lower end of company
management's guidance. The company's FY21 guidance points towards operating income of $155-$180m
supported by an increased focus on costs.
The broker believes the foundation is set for attractive long term growth, amplified at profit given the
scalability of the software and operating model. Long term investors are expected to be in for surprises to the
upside.
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Overall, the broker struggles to bridge the strong share price performance with the news in the FY20 result
and downgrades its rating to Neutral from Outperform. The target price increases to $28 from $23.6
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1
IEL
IDP EDUCATION LIMITED
2
NWL NETWEALTH GROUP LIMITED
3
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6
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Technical limitations
If you are reading this story through a third party distribution channel and you cannot see charts
included, we apologise, but technical limitations are to blame.
Find out why FNArena subscribers like the service so much: "Your Feedback (Thank You)" - Warning this story
contains unashamedly positive feedback on the service provided.
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Uranium Week: Prices Continue To Slide
Uranium mining could be permitted in New South Wales for the first time since 1986, while the spot price for
U3O8 has declined nearly five percent during August.
-Uranium mining ban in New South Wales could be overturned
-Kazatomprom to Maintain Lower Production through 2022
-The weekly U3O8 Spot Price Indicator declined nearly one percent to US$31.15
By Mark Woodruff
A ban on uranium mining in the Australian state of New South Wales could be overturned in parliament after a
compromise was reached in the state cabinet.
A bill presented by minor Australian political party One Nation, which is scheduled for a vote in the Upper
House this week, calls for the repeal of laws that ban uranium mining and nuclear facilities in the state. Earlier
this year, Deputy Premier John Barilaro said the National Party would support One Nation’s proposal.
Last week the Australian Broadcasting Commission’s (ABC) website quoted Mr Barilaro as saying “The position
of the National Party is a policy position — we do support nuclear energy.”
"We still need to fight that through Cabinet and see where the Government lands next week." As a
compromise, the Coalition is expected to vote in favour of uranium mining but not nuclear power.
At present only the state of South Australia permits uranium mining, with total permitted mine numbers
capped by the federal government. Mining is also permitted in the Northern Territory, although the only
operating mine is currently processing only from stockpiles.
Uranium Pricing
The uranium spot price indicator has declined nearly -5% this month as transaction activity in the spot market
slowed in the wake of mounting uncertainty regarding future production levels and supply availability, notes
industry consultant TradeTech. End users, in particular, have brought their spot buying activity nearly to a
halt, as questions remain including the pending expiration of the Russian Suspension Agreement (RSA),
precautionary reductions in workforce at certain uranium mines, and most recently, the evolving situation
concerning the remaining US Iran sanction waiver.
TradeTech’s weekly U3O8 Spot Price Indicator declined -US25c to US$31.15/lb U3O8 equivalent on nine
transactions totaling 1mlbs this week. The weekly spot price has trended downward since reaching a year-high
of US$34.25 in May. Since then, the price has declined over -9%.
The average weekly uranium spot price for 2020 is US$29.59/lb, US$3.75 above the 2019 average.
TradeTech's term price indicators remain at US$36.50/lb (mid) and US$39.00/lb (long).
Company News
Kazakhstan's JSC National Atomic Company Kazatomprom announced on August 19 its intention to continue
flexing down production by -20% through 2022 compared to the planned levels, under Subsoil Use Contracts,
reports TradeTech. The company is also maintaining its -20% reduction against Subsoil Use Contracts in 2021,
with no additional production planned to replace volumes lost in 2020, which was due to the measures taken to
combat covid-19.
TradeTech notes global miner BHP Group ((BHP)) reported underlying net profit of US$9 billion for its fiscal
year ended June 30. The company reported higher copper volumes at its Olympic Dam Mine in South Australia,
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year ended June 30. The company reported higher copper volumes at its Olympic Dam Mine in South Australia,
supported by solid underground mine performance, record grade, and the prior period acid plant outage,
partially offset by the impact of unplanned downtime at the smelter.
BHP reported last month that uranium production from Olympic Dam for the full year totaled 3,678t U3O8, a
3% increase on the previous year.
Country News
Egypt's Nuclear Power Plants Authority has confirmed that a permit is expected to be issued for construction of
the Dabaa Nuclear Power Plant site in the second half of 2021. The four-unit plant, which will be Egypt’s first
nuclear power plant, will be built in the city of Dabaa, about 130km northwest of Cairo. The facility will be
built by Russia’s state nuclear entity Rosatom at a cost of more than US$25 billion. It is expected that 85% of
the project cost will be financed through a Russian loan.
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The Short Report - 27 Aug 2020
See Guide further below (for readers with full access).
Summary:
Week ending August 20, 2020.
Last week the ASX200 bounced up and down each day in response to a big step-up in earnings result season
from the week before, as Wall Street trod water. Despite the day to day volatility, the index ended back
where it started.
The final day of last week (to Thursday) was when top of the table Webjet ((WEB)) reported. The stock shot up
the day before following a “beat” from rival Corporate Travel Management ((CTD)) and then crashed the next
day on its own “miss”. In the days since the stock has bounced up and down on good/bad news regarding
border closures, case-counts et al.
Short positions have increased to 14.9% from 13.3%.
Last week shorts in funeral director InvoCare ((IVC)) rose to 9.0% from 7.8%. This week the company reported a
“miss” on a greater than expected impact from funeral attendee restrictions. The stock tumbled on the day,
so the shorters will be happy.
We’ll see next week if they covered their positions.
Webjet and InvoCare were the only two stocks to see short position changes of one percentage point or more,
but in the spirit of InvoCare, shorts in Nearmap ((NEA)) rose last week to 8.0% from 7.5% and it, too, tumbled
on a “miss” this week post result (the shares have subsequently rallied strongly).
This week is the biggest in the reporting season.
No Movers & Shakers.
Weekly short positions as a percentage of market cap:
10%+
WEB 14.9
MYR 11.9
ING
10.3
No changes
9.0-9.9
IVC

9.1

In: IVC

Out: ORE

8.0-8.9%
ORE, NEA
In: ORE, NEA
7.0-7.9%
CUV, CTD, BOQ, GXY
Out: IVC, NEA, MSB, Z1P, FXL
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6.0-6.9%
FNP, FXL, Z1P, BIN,LYC, MSB, SGM, MTS
In: FXL, Z1P, MSB, LYC

Out: JBH, FLT

5.0-5.9%
JBH, PNV, SUL, FLT, CLH, IFL, BEN, ALG, PGH, LOV, BUB, SEK, AVH
In: JBH, FLT

Out: LYC, PLS, AMA, PBH

Movers & Shakers
See above
ASX20 Short Positions (%)
Code Last Week Week Before Code Last Week Week Before
ALL

4.1

4.2

NCM

0.4

0.4

ANZ

1.0

0.8

RIO

1.7

1.9

BHP

4.2

4.5

SCG

1.2

0.8

BXB

0.2

0.2

SUN

0.4

0.5

CBA

0.5

0.5

TCL

0.5

0.5

CSL

0.3

0.2

TLS

0.3

0.4

GMG

0.5

0.5

WBC

0.7

0.7

IAG

0.8

0.8

WES

0.5

0.5

MQG

0.3

0.2

WOW

0.1

0.2

NAB

0.9

0.9

WPL

1.2

1.2

To see the full Short Report, please go to this link
Guide:
The Short Report draws upon data provided by the Australian Securities & Investment Commission (ASIC) to
highlight significant weekly moves in short positions registered on stocks listed on the Australian Securities
Exchange (ASX). Short positions in exchange-traded funds (ETF) and non-ordinary shares are not included.
Short positions below 5% are not included in the table below but may be noted in the accompanying text if
deemed significant.
Please take note of the Important Information provided at the end of this report. Percentage amounts in this
report refer to percentage of ordinary shares on issue.
Stock codes highlighted in green have seen their short positions reduce in the week by an amount sufficient
to move them into a lower percentage bracket. Stocks highlighted in red have seen their short positions
increase in the week by an amount sufficient to move them into a higher percentage bracket. Moves in excess
of one percentage point or more are discussed in the Movers & Shakers report below.
IMPORTANT INFORMATION ABOUT THIS REPORT
The above information is sourced from daily reports published by the Australian Investment & Securities
Commission (ASIC) and is provided by FNArena unqualified as a service to subscribers. FNArena would like to
make it very clear that immediate assumptions cannot be drawn from the numbers alone.
It is wrong to assume that short percentages published by ASIC simply imply negative market positions held by
fund managers or others looking to profit from a fall in respective share prices. While all or part of certain
short percentages may indeed imply such, there are also a myriad of other reasons why a short position might
be held which does not render that position “naked” given offsetting positions held elsewhere. Whatever
balance of percentages truly is a “short” position would suggest there are negative views on a stock held by
some in the market and also would suggest that were the news flow on that stock to turn suddenly positive,
“short covering” may spark a short, sharp rally in that share price. However short positions held as an offset
against another position may prove merely benign.
Often large short positions can be attributable to a listed hybrid security on the same stock where traders
look to “strip out” the option value of the hybrid with offsetting listed option and stock positions. Short
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look to “strip out” the option value of the hybrid with offsetting listed option and stock positions. Short
positions may form part of a short stock portfolio offsetting a long share price index (SPI) futures portfolio – a
popular trade which seeks to exploit windows of opportunity when the SPI price trades at an overextended
discount to fair value. Short positions may be held as a hedge by a broking house providing dividend
reinvestment plan (DRP) underwriting services or other similar services. Short positions will occasionally need
to be adopted by market makers in listed equity exchange traded fund products (EFT). All of the above are
just some of the reasons why a short position may be held in a stock but can be considered benign in share
price direction terms due to offsets.
Market makers in stock and stock index options will also hedge their portfolios using short positions where
necessary. These delta hedges often form the other side of a client's long stock-long put option protection
trade, or perhaps long stock-short call option (“buy-write”) position. In a clear example of how published
short percentages can be misleading, an options market maker may hold a short position below the implied
delta hedge level and that actually implies a “long” position in that stock.
Another popular trading strategy is that of “pairs trading” in which one stock is held short against a long
position in another stock. Such positions look to exploit perceived imbalances in the valuations of two stocks
and imply a “net neutral” market position.
Aside from all the above reasons as to why it would be a potential misconception to draw simply conclusions
on short percentages, there are even wider issues to consider. ASIC itself will admit that short position data is
not an exact science given the onus on market participants to declare to their broker when positions truly are
“short”. Without any suggestion of deceit, there are always participants who are ignorant of the regulations.
Discrepancies can also arise when short positions are held by a large investment banking operation offering
multiple stock market services as well as proprietary trading activities. Such activity can introduce the
possibility of either non-counting or double-counting when custodians are involved and beneficial ownership
issues become unclear.
Finally, a simple fact is that the Australian Securities Exchange also keeps its own register of short positions.
The figures provided by ASIC and by the ASX at any point do not necessarily correlate.
FNArena has offered this qualified explanation of the vagaries of short stock positions as a warning to
subscribers not to jump to any conclusions or to make investment decisions based solely on these unqualified
numbers. FNArena strongly suggests investors seek advice from their stock broker or financial adviser before
acting upon any of the information provided herein.
Find out why FNArena subscribers like the service so much: "Your Feedback (Thank You)" - Warning this story
contains unashamedly positive feedback on the service provided.
FNArena is proud about its track record and past achievements: Ten Years On
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BWX Targets Greater International Profile
The Sukin brand sustained robust domestic earnings in FY20 although, in order to generate sustained growth,
BWX is targeting a greater international profile.
-Improved gross profit margins, led by Sukin
-Given investment, international now needs to contribute substantially
-Are international brands diluting the Sukin growth trajectory?
By Eva Brocklehurst
Strong results from the Sukin brand and an expanded growth profile have led brokers to applaud both the
improved quality of earnings and the competence of new management at BWX Ltd ((BWX)).
Guidance for at least 10% revenue and operating earnings growth in FY21 is maintained but Moelis suspects
management is being conservative and this forecast is likely to be a base line. Sukin retains a long growth path
both domestically and offshore and, in the medium term, the broker anticipates around $100m per annum in
Australasian revenue is achievable.
Growth is likely from a 10% price increase, expanded range in Coles supermarkets ((COL)) and the general trend
favouring sustainable and ethical products. Despite the pandemic, FY20 operating cash flow of $28m led to
significantly lower net debt. Gross profit margins improved to 58%, supported by Sukin which is the
highest-margin brand.

International
However, drivers going forward differ materially from when the company's budget was originally set and this
frames Shaw and Partners' recommendations, as BWX is investing in a material international expansion for
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frames Shaw and Partners' recommendations, as BWX is investing in a material international expansion for
Sukin and Andalou/Mineral Fusion.
The broker calculates to generate accretion over the longer term requires the international channel to
contribute substantially, in the context of an Australian pharmacy business that is maturing or in reverse and
as the grocery channel is delivering the majority of the performance improvement.
While acknowledging results have become more sustainable over the last 18 months and Sukin remains the
engine of growth, with revenue up 55% in FY20, Shaw and Partners believes there is now a greater level of
execution risk derived from the international roll-out.
European expansion is well underway and the company is targeting $30-50m in revenue by FY23. Sukin is
already sold in the Boots (pharmacy) and Holland & Barrett (healthcare) chains and the UK is likely to be the
initial focus. Citi notes revenue is also expected to be substantial from direct-to-consumer channels such as
Amazon.
The broker considers the potential distribution gains in UK/Europe as a counterweight to US retail softness and
uncertainty. Success in the US will depend on the company being able to build its brand in a very competitive
market and this may be difficult during the pandemic. However, the upside for the longer term in that market
is very substantial.
Andalou/Mineral Fusion
Moelis is disappointed by the performance of Andalou, despite the expansion of the ranges in Chemist
Warehouse, although trading conditions for the brand in the US are acknowledged to be difficult because of
the pandemic. Canaccord Genuity considers Andalou could sustain even higher gross margins if part of the
manufacturing is brought in-house.
The industry median gross margin is around 63% and companies that control their own manufacturing of
higher-priced skincare often generate more than 70%, or in some cases 80% gross margins.
Meanwhile, a strong recovery in Mineral Fusion pleased Moelis although growth was weaker than expected.
Both brands have stabilised with new management although growth will require expansion into mass markets,
the broker adds.
Shaw and Partners also notes sales for these two brands have been disrupted and constant currency growth
was relatively flat in the second half. Hence, these international brands are diluting the growth trajectory of
Sukin.
As a panacea, the broker envisages either the sale of Andalou and Mineral Fusion or a sale and leaseback of
manufacturing could help conserve expenditure. The third option is to streamline costs and consolidate
manufacturing in Australia.
This should enable BWX to generate excess capital. To justify the current multiple in an uncertain
environment, and noting further capital expenditure is on the horizon, Shaw and Partners retains a Hold rating
with a $4.32 target.
In contrast, Moelis has a Buy rating and $5.07 target and Bell Potter upgrades to Buy from Hold with a target of
$5.05. The latter highlights the company's strategy is unfolding successfully and legacy issues have largely been
put to rest.
Moreover, progress has occurred across several strategic areas including distribution expansion in North
America, Asia-Pacific and Europe. Prices per kilogram have also increased across the Sukin and Andalou brands.
Following the recent capital raising the company has excess liquidity - Bell Potter calculates $38.4m - so
further growth opportunities can be explored in the natural product category.
The broker is increasingly confident in the longer-term outlook and expects BWX can deliver growth ahead of
current guidance, albeit skewed to the second half. Upgrades to estimates for FY21 and FY22 and a reduction
in depreciation & amortisation assumptions lead to an upgrade to valuation and hence the upgrade in rating.
Citi agrees the growth outlook is skewed towards the second half, because of the timing of distribution gains,
range reviews and the challenging US retail conditions, retaining a Buy rating and $5.05 target.
Canaccord Genuity is not particularly concerned about valuation at present but remains confident in the
longer-term growth prospects. Commentary regarding the new facility has implied revenue growth rates will
be almost double those previously assumed, at 17.7% compared to 9.6% estimated previously, and the Buy
rating and $4.73 target are maintained.
36
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Gold Bugs Heighten Demand For Codan
Demand for metal detection products continues unabated, given surging gold prices, but Codan is also
benefitting from recreational metal detection as a pandemic-safe outdoor activity.
-Minetec to return to profitability in FY21
-Higher freight costs likely to be unresolved in the short term
-Resilient demand for Codan products
By Eva Brocklehurst
Supply chain disruptions notwithstanding, Codan ((CDA)) managed to complete a strong FY20 amid growing
strength in demand for its metal detection products, courtesy of the flourishing gold price.
Still, Macquarie points out sales rates are being held back by shortfalls in inventory across higher-volume
detectors and demand is running ahead of sales. The company's revenue grew 30% in FY20, also underpinned by
radio communications where there are a large number of military contracts in the wings.
Minetec is expected to return to profitability in FY21, given the system implementation at the Newmont
Tanami mine, a refreshed agreement with Caterpillar and the delivery of Minestar applications for major
mining customers.

Gold mining remains the main source of demand and gold price strength is likely to underpin earnings over the
next year, Canaccord Genuity assesses, along with price increases of 5-12% in metal detection product ranges.
There are also new products across both metal detection and communications. Offsetting this is the lower
order book for tactical communications. Codan continues to invest in new product development and
expenditure increased to $31m in FY20 with a similar level expected in FY21.
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expenditure increased to $31m in FY20 with a similar level expected in FY21.
One issue that affected margins was the higher costs for freight as a result of the pandemic and this is unlikely
to be resolved in the short term. Management is planning to move to sea freight but this is expected to take a
while.
Metal Detecting
Recreational metal detecting rose 11%, amid benefits from annualising the release of Vanquish. Minelab is
expected to take 20% market share within 12 months of the launch of the Vanquish model. Unit sales were
30,000 in FY20 and a further 15,000 have been shipped so far in FY21.
The new GPX model boasts significant technical improvements and will be priced closer to the most expensive
detected GPZ7000. The usage is different and Macquarie assesses this should prevent material cannibalisation
of existing sales.
Of particular note, the broker also highlights demand has flowed to metal detecting emanating from the shift
to those outdoor activities which have the benefit of being a pandemic-safe option. Macquarie retains an
Outperform rating and $11.20 target for Codan.
Radio Communications
Several large military contracts supported the business in FY20 and Macquarie notes two government deals are
pending. Tactical communications remain an addressable market that the company can service over time with
potential for more than double revenues if successful. Brokers were disappointed with the order book as this
has slowed, although the pipeline for military contracts is typically lumpy.
Codan has acknowledged slower closing of deals in tactical communications could hamper the contribution
from new products and the turnaround in Minetec.
Restructuring Minetec involves transition to a software business in tracking solutions that will deliver the
technology to Caterpillar. Caterpillar will cover the costs of engineering and product delivery and remove the
majority of the cost base for Minetec. Codan has decided to write down -$7.5m as a result.
Canaccord Genuity highlights the case for continued strong growth and increases the target to $10.25,
although downgrades to Hold from Buy in comparing the target price relative to the current share price.
Moelis asserts its $11.48 target implies a 16x enterprise value/FY22 earnings (EBIT) multiple. Earnings visibility
is low because of the nature of the products and distribution, but the broker considers this multiple
appropriate because of a growth trajectory that is supported by a long pipeline of self-funded new products
and the potential for large and highly accretive acquisitions.
There is also the current bull market in gold and resilient demand. Potential inclusion in the ASX200 is another
bull point given recent increases in size and liquidity. Moelis retains a Buy rating and notes more than 25%
return on equity and 60% return on incremental capital since invested in 2016.
Find out why FNArena subscribers like the service so much: "Your Feedback (Thank You)" - Warning this story
contains unashamedly positive feedback on the service provided.
FNArena is proud about its track record and past achievements: Ten Years On
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Race Oncology Booming Ahead In Times Of
Covid
With biotechnology in focus in 2020, Race Oncology is attracting investor interest.
-2020 booming times for (some) biotechnology stocks
-Race Oncology aiming to revive 1980’s Acute Myeloid Leukemia (AML) treatment
-Bisantrene clinical trials and studies planned for Israel and Newcastle, NSW
By Carole Goldsmith
The Life Sciences sector has been performing well on the ASX during covid-19, with shining stars like Race
Oncology ((RAC)) booming ahead, providing significant returns for its investors.
AusBiotech’s April 2020 Australasian Biotechnology Report AusBioStock (page 63) lists Race as recording a 292%
year on year return (YR) and one of this year’s top ASX healthcare sector performers.
It’s up there with other health care stock listed in the same report, such as Mach7 Technologies ((M7T)), 214%
YR, Opthea ((OPT)), 200% YR, and PharmAust ((PAA)), 122% YR, to name a few.
When Dr Daniel Tillett first came in as an investor of Race Oncology last July, the specialty pharmaceutical
company’s ASX shares were hovering around the $0.05 cent mark.
Just 12 months later in mid-July, Race shares reached a peak of $1.10, leveling out to $0.88 cents in
mid-August.

Rediscovering Bisantrene
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Rediscovering Bisantrene
Race’s successful rise to fame is largely due to its rediscovery and current research of its most important asset,
the chemotherapy drug Bisantrene.
Head officed in Melbourne, Race owns two granted patents on Bisantrene in the USA and its goal is to complete
clinical development of the drug and gain its approval by the US FDA over the next two years.
Bisantrene was first developed in the 80’s, tested in around 40 Phase II and III human clinical trials and
approved for Acute Myeloid Leukemia (AML) treatment in France in 1988.
Sadly, it was lost in pharmaceutical mergers and never commercialised. Race Oncology was founded in 2016 to
commercialise Bisantrene and bring the drug back to clinical practice.
With 20 years of commercial experience in the biotech industry and being a significant shareholder in Race
(7.54%), Dr Tillett says that he took on the role of Chief Scientific Officer and Director in October last year,
after corner stoning the capital raised by the company.
Race’s July 15 ASX announcement report reveals an updated investor presentation. Speaking to the report Dr
Tillett says, “We are now working to an exciting five-path clinical development strategy involving parallel US
and Australian clinical trials in AML, AML Relapsed or Refractory (AMLRR), Breast and Ovarian cancer with trials
already underway.
“If Bisantrene works well across all these cancers, then that’s a great impact. If it fails in one of the cancer
treatments, it will not affect the others. A lot of biotech companies have all their eggs in one basket, so if the
research fails, then the investment in the company is reduced. By having a five-path strategy, you have the
greatest opportunity for good returns on your investment and an increased chance of commercialisation.
“The US oncology drug’s market is big business, with the average buyout transaction for leukaemia treatments
at US$2.84bn, as outlined in Race’s July ASX announcement. An approved chemotherapy drug that comes on
the US market can sell for as high as US$450,000,” Dr Tillett advises.
Positive clinical trials’ results
The City of Hope Hospital, (Los Angeles) June 2020’s preclinical study discovered that Bisantrene is a potent
inhibitor of FTO (Fat mass and obesity-associated protein). Reduction of FTO kills or slows the growth of a wide
range of cancers.
“We need to run at least one human clinical trial in the US to get FDA approval and then we can launch
Bisantrene in the US first, before Australia and other countries. The FDA are approving drugs if they show good
efficacy in stage II clinical trials, plus we already have good historical data on Bisantrene.”
A Stage II Bisantrene clinical study conducted this year at the Chaim Sheba Medical Centre in Tel Aviv, Israel,
revealed some exciting clinical outcomes. Of the 10 AML patients in the study, one patient achieved complete
remission and three patients received partial remission.
“We are doing larger Stage II trials in Israel with 30 patients later this year,” advises Dr Tillett. “These Israeli
research results can all be used to back up our US research. Conducting clinical trials in Israel and in Australia
costs significantly less than running them in the US.
“In Australia, the breast and ovarian cancer preclinical studies are currently being run at the University of
Newcastle, (around 120 km north of Sydney). We are doing preclinical research comparing Bisantrene with
other drugs for breast and ovarian cancers. We also have historical clinical data that Bisantrene works well
with AML, breast and ovarian cancer.”
There’s a lot of interest by the market in Race’s Bisantrene clinical studies and their encouraging positive
results. Race is cashed up for the next two years, advises Dr Tillett.
“In July, we raised $3m from investors and we already had $1.8m in the bank. Over the next 18 months, we will
receive $3.5m in Options’ conversions. There’s also $1.5m refundable tax offset expected from the Australian
Tax Office’s R&D Tax Incentive. All together, we will have around $10m that will see us through for the next
two years of clinical trials and operations.”
Find out why FNArena subscribers like the service so much: "Your Feedback (Thank You)" - Warning this story
contains unashamedly positive feedback on the service provided.
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Rudi's View: August Reporting Favours Quality
& Growth
Dear time-conscious investor: High PE stocks continue to benefit most this month, while one expert is calling
for the next commodities supercycle
In this week’s Weekly Insights:
-August Reporting Favours Quality & Growth
-Morgans Model portfolios
-The Next Commodities Super Cycle
August Reporting Favours Quality & Growth
By Rudi Filapek-Vandyck, Editor FNArena
One observation that has caught my attention is that as times have become tougher for corporate Australia,
more companies have decided to release financial results later in the season.
A quick run through recent years’ reporting seasons has revealed that by this time in August 2018, the FNArena
Corporate Results Monitor contained some 70 companies more than it does this year.
These companies will still be reporting, of course, so expect a tsunami in catch-up financial results releases
during the final days of August.
On multiple observations and measurements, reporting seasons in Australia worsened considerably after August
2018 (if we only concentrate on the February and the August seasons).
No surprise, the balance as to when companies schedule for financial results releases has noticeably shifted
towards the final two weeks of each season.
****
Having noted the above, August 2020 has been, all things considered, surprisingly positive thus far.
If current trends hold up for the remaining 140 or so corporate results, then August 2020 will mark a return to
the good old days pre-2019; when Australian companies mostly met or beat expectations, and analysts lifted
valuations and price targets higher in response.
[Paying subscribers can access the archive for Corporate Results Monitors on the FNArena website tracing back
to August 2013].
Thanks to detailed data analysis from JPMorgan, we can now also confirm reporting seasons in Australia are
becoming more volatile with sharper price movements occurring in either direction.
Of course, every reporting season generates negative and positive surprises, and share prices tend to reflect
this, all else remaining equal. But JPMorgan’s analysis clearly shows share prices, on average, respond through
bigger moves nowadays and the number of sharp moves remains in an uptrend too.
Underlying all of this, remains a wide dispersion between “winners” and “losers” -quality and growth versus
lagging value- and post February, a new kind of demarcation has sprung to life as the covid-19 pandemic has
created its own set of “winners” and “losers”; virus beneficiaries versus victims.
With uncertainty high and only few companies willing (and able) to provide positive guidance for the year
ahead, investors have proved remarkably forgiving in their treatment of companies that didn’t quite match
expectations.
While JPMorgan’s research is correct in that daily volatility has become sharper and more intense, others are
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equally making the observation that many more share prices could have been slaughtered under different
circumstances, but they received rather mild responses instead.
Indeed, UBS is arguing average volatility this month is actually down in comparison with prior seasons, on its
own data analysis.
In ultra-simplistic terms: investors knew uncertainty and unknowns would dominate this season, and they had
already decided to adopt the glass half-full approach.
This observation is further underpinned by the fact that share prices for companies that do not provide
guidance for the year ahead on average have risen by 2% post financial results release.
Note also: the ASX200 has, on balance, gradually crept up higher as the season progressed. Led by, as UBS
likes to emphasise, stocks trading on high Price-Earnings (PE) multiples.
****
As at Monday, 24 th August 2020, the FNArena Corporate Results Monitor contained 159 results of which, on our
holistic assessment, 54 beat expectations (34%) and only 28 missed (17.6%).
Never in the history of the Corporate Results Monitor have we ever witnessed the Beat/Miss ratio this close to
2. The highest ratio recorded since 2013 was 1.5 for both August 2015 and February 2016.
I don’t think it’s unreasonable to expect the percentage of misses to increase over the remaining days.
Equally noteworthy, the numbers yet again look a lot less promising for the ASX50, with only nine beats out of
37 (24%) versus ten fails (27%).
Earnings forecasts are declining, as they do in just about every reporting season, but price targets are going up
by more than 4%, which is high on historical precedents, but not unprecedented.
Upgrades and downgrades in broker ratings in response to financial results are to date perfectly balanced; 34
each.
****
High valuations, carried by the themes of “Quality” and “Growth”, as well as “covid-19 beneficiary”, have
remained one of the stand-out features, yet again, this month.
Despite the gap between “winners” and “losers” at an all-time high pre-covid earlier in the year, market
strategists at UBS observe that gap is simply refusing to narrow.
If anything, it just keeps getting wider as shares for the likes of Afterpay ((APT)), WiseTech Global ((WTC)),
Netwealth ((NWL)), ARB Corp ((ARB)), etc continue to reach for higher prices, while investors have no appetite
for the likes of Whitehaven Coal ((WHC)), Vicinity Centres ((VCX)), Unibail-Rodamco-Westfield ((URW)), and
Orora ((ORA)).
An important observation in this regard is that analysts’ expectations for FY21 are for rather benign growth, in
particular given the large decline experienced in FY20. Rising costs and the need for additional investments are
only part of this story.
Strategists at Morgan Stanley summarised it as follows: the upgrade cycle for corporate Australia has yet again
been delayed.
FY22 now marks the earliest return of growth for the majority of Australian companies. I think this virtually
guarantees the extreme polarisation that has characterised the share market post 2013 is here to stay for
longer.
The good news is that when FY22 does live up to current expectations, average EPS growth might jump by 16%,
as per current forecasts at Morgan Stanley.
But there is a long way that yet needs to be traveled between now and then.
For what it’s worth: Morgan Stanley sees the share market as stretched in valuations given the absence of
growth between now and FY22.
****
Only few companies have provided quantitative guidance, and most of such guidance has been negative a la
AGL Energy ((AGL)), Origin Energy ((ORG)), Telstra ((TLS)), Challenger ((CGF)), and Seek ((SEK)).
Macquarie identified the few from the Top100 that have come out with concrete, positive guidance as:
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Macquarie identified the few from the Top100 that have come out with concrete, positive guidance as:
WiseTech Global, Goodman Group ((GMG)), Amcor ((AMC)), CSL ((CSL)) and Brambles ((BXB)).
That is by anyone’s account, not an extensive list.
Best results delivered so far, according to Maquarie, have come from Charter Hall ((CHC)), Nick Scali ((NCK))
and Baby Bunting ((BBN)), followed by JB Hi-Fi ((JBH)), Charter Hall Long WALE REIT ((CLW)) and Codan
((CDA)).
Worst results were the ones from Vicinity Centres, Santos ((STO)), Qantas ((QAN)), AGL Energy, Seek and GWA
Group ((GWA)).
Themes that have emerged as clear winners (and losers) this reporting season, include:
-Covid-19 is good for housing with work-from-home putting pressure on offices;
-Car ownership is back in fashion too, with public transport on the receiving end;
-This pandemic has created booming conditions for parts of the retail sector;
-Mining and mining services remain robust, as long as there is no connection to coal
****
And then there was the matter of dividends…
On Macquarie’s numbers, nearly 60% of companies have reduced their dividend at least by -10%, while nearly
25% increased dividends by +10% or more.
The good news is nearly 70% of companies are still paying a dividend, with 23% reducing their dividend to zero
for the half.
Real Estate delivered most of the dividend cuts, followed by Resources.
On my own observation, many of the laggards have stuck to the script that when all else fails to deliver, it’s
best to at least provide shareholders a surprise through the dividend.
Witness, for example, even the board at South32 ((S32)) couldn’t help itself but pay out a symbolic US1c this
half – better than nothing!
Within this context it is interesting to note that, on Citi’s observation, investors chose to reward banks that
delivered better earnings results this month (including through trading updates) rather than an extra effort
through paying a dividend.
In line with assessments elsewhere, banking analysts at Citi believe bank share prices look cheaply valued, but
the key challenge is yet to come in Q4 when government stimulus is wound back, deferred loan periods have
expired and unemployment is expected to peak in Australia.
Market strategists at Citi have identified three key dividend surprises this season: AMP ((AMP)), Newcrest Mining
((NCM)), and Woodside Petroleum ((WPL)) in that market forecasts for all three dividends have increased for
both this year and next.
On current trends, market consensus is likely to settle around -22% in earnings per share (EPS) retreat for
FY20, to be followed by circa 6% growth in FY21, which might then be followed by 13.4% growth in FY22.
Utilities, as a group, are not expected to join in the return of growth, while Technology, Healthcare,
Insurance, Gaming and Staples are presenting themselves as key drivers for those growth projections for the
years ahead.
Expectations for banks are unusually mixed. The sector is responsible for the largest downward corrections in
dividend forecasts this season, followed by real estate, then other financials.
The largest upward revision in price target surely goes to online artwork market-place Redbubble with
stockbroker Morgans lifting its target on Monday to $4.33 from 54c previously.
UBS has tipped NextDC ((NXT)) for a potential positive surprise on 27th August.
****
FNArena is keeping track of August corporate results, including calendar and archive:
https://www.fnarena.com/index.php/reporting_season/
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Prior previews and updates on August results:
https://www.fnarena.com/index.php/2020/08/20/rudis-view-early-signals-from-august-2020/
https://www.fnarena.com/index.php/2020/08/13/rudis-view-gold-conviction-calls-early-results/
https://www.fnarena.com/index.php/2020/08/06/rudys-view-august-2020-nothing-like-the-past/
https://www.fnarena.com/index.php/2020/07/30/rudis-view-coming-soon-the-august-reporting-season/
https://www.fnarena.com/index.php/2020/07/23/forecasts-not-valuations/
Morgans Model portfolios
Only two changes were revealed with the latest update on model portfolios managed by stockbroker Morgans.
Brickworks ((BKW)) plus additional shares in Amcor ((AMC)) have been added by the Balanced Portfolio.
The Growth Portfolio did nothing, but is now officially reviewing what to do with its Telstra ((TLS)) shares.
Most investors might think putting Telstra and growth together in the same sentence, let alone inside a Growth
portfolio, very much sounds like a contradictio in terminis, like AMP and sustainable shareholder value or
iSignthis and a clean record.
But Morgans was one of a number of experts who genuinely believed FY21 could have been the year of the
Telstra comeback.
Another expert who thought that would be the case is Goldman Sachs. Post the disappointing FY20 release,
Goldman Sachs has stoically stuck by its conviction, calling an otherwise in-line result overshadowed by lower
return on invested capital (ROIC) guidance.
Analysts elsewhere have taken this as an indication Telstra will yet again lower its dividend, probably to 14c,
and later on to 12c when the NBN-related special dividend is no longer in the mix.
But not Goldman Sachs.
Here the analysts hold on to their belief the Telstra board will keep paying out 16c for as long as free cash
flow allows it, which on their projections is until FY23.
Goldman Sachs has kept Telstra as a Conviction List Buy recommendation, with a twelve-month price target of
$3.90.
Morgans’ Growth Portfolio is keeping a close watch on Credit Corp ((CCP)), Hub24 ((HUB)), Netwealth, United
Malt Group ((UMG)), Rea Group ((REA)), Magellan Financial Group ((MFG)), Uniti Group post Opticomm merger
((UWL)), Reece ((REH)) and Reliance Worldwide ((RWC)).
The Next Commodities Super Cycle
One of the most remarkable predictions made this August reporting season has absolutely nothing to do with
corporate results.
Daniel Sullivan, head of global natural resources at Janus Henderson, believes investors should start preparing
for the next multi-year supercycle for commodities.
Yes, you read it correctly, commodities including oil and gas, steel, industrial gases, uranium and healthy food
products are about to make a comeback, and in a big way.
Recent price action in iron ore, copper and gold are but the early indicators of what is yet to come next, if
Sullivan’s reading of historical patterns is to be vindicated.
The chart below speaks for itself, with the current “depression” seen as the spring board for three decades of
inflation and higher commodity prices.
To be continued, no doubt.
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(This story was written on Monday 24th August, 2020. It was published on the day in the form of an email
to paying subscribers, and again on Thursday as a story on the website).
(Do note that, in line with all my analyses, appearances and presentations, all of the above names and
calculations are provided for educational purposes only. Investors should always consult with their
licensed investment advisor first, before making any decisions. All views are mine and not by association
FNArena's – see disclaimer on the website.
In addition, since FNArena runs a Model Portfolio based upon my research on All-Weather Performers it is
more than likely that stocks mentioned are included in this Model Portfolio. For all questions about this:
info@fnarena.com or via the direct messaging system on the website).
****
BONUS PUBLICATIONS FOR FNARENA SUBSCRIBERS
Paid subscribers to FNArena (6 and 12 mnths) receive several bonus publications, at no extra cost, including:
– The AUD and the Australian Share Market (which stocks benefit from a weaker AUD, and which ones don't?)
– Make Risk Your Friend. Finding All-Weather Performers, January 2013 (The rationale behind investing in
stocks that perform irrespective of the overall investment climate)
– Make Risk Your Friend. Finding All-Weather Performers, December 2014 (The follow-up that accounts for an
ever changing world and updated stock selection)
– Change. Investing in a Low Growth World. eBook that sells through Amazon and other channels. Tackles the
main issues impacting on investment strategies today and the world of tomorrow.
– Who's Afraid Of The Big Bad Bear? eBook and Book (print) available through Amazon and other channels. Your
chance to relive 2016, and become a wiser investor along the way.
Subscriptions cost $440 (incl GST) for twelve months or $245 for six and can be purchased here (depending on
your status, a subscription to FNArena might be tax deductible):
https://www.fnarena.com/index.php/sign-up/
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