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AUSTRALIA

Would A Penfolds De-Merger Create Value?
Broker views differ on whether the separation of luxury brand Penfolds would create value for Treasury Wine
Estates.
-Would create two businesses offering very different attributes
-Penfolds would likely take the bulk of costs and capex
-Weak Asian demand and wine over-supply in the US weigh
By Eva Brocklehurst
As brokers have speculated over many years, Treasury Wine Estates ((TWE)) is now contemplating the
separation of iconic brand Penfolds, having dismissed the idea on prior occasions.
The company has also announced plans to reduce its commercial (less than $10 a bottle) portfolio, particularly
in the US, and while brokers understand the reasons behind the revamping, views differ as to whether it is a
good idea to separate Penfolds.
The separation of Penfolds would create two businesses that offer vastly different attributes for investors, Citi
points out. Penfolds is a strong, globally recognised brand while the large commercial business would probably
shrink, either because of loss of shelf space or divestment.
Treasury Wine intends to update the market in August about the progress on a potential de-merger and
expects, if it proceeds, the deed will be done by the end of 2021.

UBS considers the decision to explore the de-merger positive, although was surprised by the timing given the
current challenges. A de-merger would be value accretive, the broker assesses, assuming no adverse impact on
the residual company's ability to maintain distribution and customer demand without the bundling and
leveraging of Penfolds product.
The residual entity would have diminished appeal to major retailers without the flagship Penfolds brand,
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Macquarie agrees. Treasury Wine would also have difficulty continuing its US direct distribution model with a
smaller portfolio, putting margins at risk.
Credit Suisse is rather hostile to the idea, believing it would not create value for shareholders. And it puts the
company, or part thereof, in play.
The broker points out Treasury Wine as a whole is not constrained for capital and Penfolds actually had
priority access to manufacturing and viticultural resources, which means a de-merger would benefit the
residual business at the expense of Penfolds.
The broker suggests, as the pandemic passes, there will be opportunities to acquire brands that can
diminish the influence of commercial wine within the portfolio.
Citi envisages upside if there is corporate interest in the Penfolds brand (although traditional multiples make it
challenging) but also downside risk if the de-merger does not proceed and earnings weakness in luxury wines
persists longer than 12 months.
Separation is by no means a source of immediate value creation, Citi ascertains. Without a decent value for
the residual business of masstige and commercial wines it will not be rewarding for shareholders. Moreover,
luxury sales are down around the world and revenue has fallen significantly in Asia.
Penfolds
Credit Suisse assesses the de-merger is also likely to add costs and capital expenditure. Penfolds' cost of
capital will be higher and leverage capacity lower than the combined businesses today.
Penfolds could be appealing but needs to prove it can successfully create a French and/or US label that
extends growth over the next decade, Citi adds. Also, operating costs appear too lean, and marketing expenses
may need to rise to support a premium price position. The broker values Penfolds at $6.5bn, with an enterprise
value/EBIT multiple of 17x.
Treasury Wine has indicated Penfolds accounts for around 10% of its volume and over half of earnings and
anticipates excess luxury fruit is available in France, believing it would be well placed to accelerate the
expansion of the French portfolio in Asia.
Macquarie poses the question as to whether a similar outcome around value transparency could not be
achieved through a small change in disclosure rather than a company-changing de-merger.
The broker also notes it is unclear whether distribution would be independent and whether the shared global
business services would continue. On this point, UBS also questions the ability to maintain points of distribution
without a global shared services model.
Macquarie downgrades to Underperform, noting ongoing downside risk, particularly in the US and Asia. The
broker assesses the issues surrounding the de-merger are more likely to impact the residual business negatively
compared with Penfolds.
Moreover, it would be hard to maintain the current investment-grade rating without the earnings
diversification of the larger group. Also, there are questions about the ability to continue the US direct
distribution model without the Penfolds portfolio.
Morgans highlights significant uncertainty over the short term. The broker revises forecasts to reflect the
over-supplied US wine market, and for the effects that the current coronavirus crisis is having on masstige and
luxury wine sales, particularly in the high-margin Asian business.
Asian Demand
Treasury Wine is experiencing weak volumes in China while a decline in demand throughout Asia has been
severe. Citi envisages a net drag from lower luxury sales in developed markets which will more than offset
higher commercial sales.
Macquarie notes an important cultural difference in China. Wine consumption is heightened in the period
September-January/February and done for "occasions". Without these events, the consumer is unlikely to
consume wine and will save it for gifts. The broker also notes that exports to China from South Australia have
not re-started.
Social isolation is also exacerbating the over-supplied situation in the US wine industry and Citi suggests the
entity ex-Penfolds would have an uncertain outlook. Commercial wines would have 60% of volume, although
the company intends to wind this back. The loss of Penfolds from the portfolio, too, would be a concern for
customer perceptions of the other brands.
3

FNArena's database has one Buy (UBS), five Hold and one Sell (Macquarie) for Treasury Wine. The consensus
target is $11.81, suggesting 11.4% upside 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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Real Test Of Afterpay Model Is Yet To Come
Broker views on Afterpay vary widely, despite the company assuring the market it is well-positioned to manage
the current crisis.
-Real test of the business is yet to come
-Negative consequences for growth from risk mitigation
-Is the impact of the pandemic priced into the stock?
By Eva Brocklehurst
So far, there have been few disruptions to BNPL (Buy Now Pay Later) operator Afterpay ((APT)) from the
coronavirus pandemic. Online business is ramping up as merchants rush to set up facilities amid the current
lock-down of physical stores.
The company has noted in-store purchasing fell in the last two weeks of March while online was up 8% on the
prior two weeks. The business has increased its cash position, reduced capital intensity and shifted to
lower-risk and higher performance customers.
There are plans in place to increase the hurdle rate for approved purchases if necessary. Discretionary
marketing expenditure is also being pulled. Higher bad debts are still expected, although partially offset by
lower expenditure.

Macquarie assesses the business is managing the risks quite well at this early point in the downturn. Australia is
shifting to six-week repayment cycles from eight weeks, in line with the US and UK. Morgans agrees the
company appears ready to handle the bad debt scenarios in the near term and considers the recent sell-off in
the stock overdone.
Bell Potter believes it is too early to be confident regarding the next few months and makes few changes to
forecasts. The broker, not one of the seven stockbrokers monitored daily on the FNArena database, has a Buy
5

rating and $45.95 target.
Wilsons agrees, suspecting the real test is yet to come, although assesses the impact of the pandemic appears
priced into the stock and the strong performance to date needs to be commended. The broker, also not one of
the seven, retains a Market Weight rating and $30.46 target.
Risk Management
UBS is much more negative, downgrading to Sell. The broker assesses the likely fall-out from the pandemic is
still uncertain, although the balance sheet is strong and a capital raising is unlikely. Still, the business is
fundamentally an unsecured consumer lending enterprise that is facing a severe recession.
Ultimately, the outcome will be a function of how much growth Afterpay is prepared to sacrifice to manage its
bad debts along with the severity and duration of the pandemic.
Goldman Sachs acknowledges refinements to risk parameters will have some negative consequences for growth
but believes the positioning is appropriate given the current uncertainty. If the business can manage the
stresses in the June and September quarter, the broker expects this would prove the robust nature of the
business model, and confidence should improve.
March quarter sales were up 97% and underlying sales in the month were up 12% on both January and February.
Trading at the commencement of April is up 10% on the end of March. Meanwhile, EBay has become one of the
main online stores across the business.
Active customers were ahead of most expectations. Afterpay has withdrawn guidance for a target of 9.5m
active customers by the end of June, although asserts it remains on track.
Canada is readying for launch later in the year, while in-store roll-out in the US will depend on whether and
when the pandemic restrictions are eased. Wilsons expects in-store business to be soft into FY21, although
government stimulus and reduced consumer panic are supportive. The broker assumes a six-month impact from
the pandemic and expects US store openings will be pushed into FY21.
Broad Exposure
The company currently has $541m in cash and $790m in liquidity along with $662m in existing headroom under
its debt facilities. Hence, Morgan Stanley finds credit quality is solid and is reassured by the trends, although
growth is more weighted to the US than previously expected.
The Australasian segment is proving resilient, Ord Minnett notes, owing to a broader sector exposure, as
opposed to the US and UK which are more concentrated in fashion and cosmetics.
Goldman Sachs, not one of the seven, believes the company has clearly outlined its strong liquidity and
flexible risk management and demonstrated a substantial margin of safety to facilitate the growth that is
expected.
The broker assesses Afterpay is diverging from, and growing ahead of, its competitors, particularly in the
Australasian and US markets. This bodes well for its market position once the pandemic has passed.
However, Goldman Sachs revises the target to $25.75, which implies a potential return of -9%, and downgrades
to Neutral, noting, since adding Afterpay to the Buy list on March 28, the shares are up 49% compared with the
ASX 200 which is up 13%.
FNArena's database has four Buy ratings, one Holds (Morgan Stanley) and one Sell (UBS). The consensus target
is $27.04, signalling -1.6% downside to the last share price. Targets range from $13 (UBS) to $42 (Macquarie).
See also, Afterpay Forgoes Profit And Targets Expansion on March 4 2020.
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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Australian Fuel Refining Future On Notice?
Earnings for both Caltex Australia and Viva Energy are plummeting, as fuel consumption declines markedly
across the country. Questions are also raised about the future of Australian refining.
-Declines in demand likely to outweigh higher short-term retail margins
-Caltex still progressing capital initiatives but skewed to the second half
-Continued pressure on margins likely to instigate a review of Australian refining
By Eva Brocklehurst
Weakening demand resulting from the coronavirus pandemic will have a significant impact on the earnings of
Australian fuel retailers over the next 12-18 months. Hence, both Caltex Australia ((CTX)) and Viva Energy
Group ((VEA)) have instigated changes to operations and will reduce capital expenditure.
The main issue for brokers is how quickly earnings will recover. There has been an -80%, or more, reduction in
jet fuel volumes and a -40% drop in refiner margins. Retail fuel margins were up 49-77% in the March quarter
but there has been a -30% drop in volumes.
A recovery in 2021 is expected for refiner margins and retail volumes, but jet fuel may be slower to take off.
UBS reduces 2020 forecasts substantially and expects that declines in demand over the short term will far
outweigh higher retail margins.

Credit Suisse assumes an -80% reduction in aviation fuel demand in the June quarter, noting the two companies
have exposures of around 20% of volume to this segment. The broker also moderates retail margin estimates
from April onwards, based on the assumption reduced economic activity will lead to increased competition and
subsequent margin deterioration over the June quarter.
Credit Suisse forecasts a retail fuel margin of around 3.7c per litre in the first half of 2020.
In terms of the balance sheet, Caltex and Viva Energy have plenty of liquidity and no maturities due in 2020.
7

Caltex also has the option of the proposed property IPO and sale of sites. Despite the low level of confidence,
the balance sheets are strong and earnings are likely to rebound.
Significantly, the lower refining margins go, the more brokers ponder the long-term sustainability of fuel
refining in Australia.
Caltex Australia
Caltex has pulled forward the shutdown of the Lytton Refinery, which Credit Suisse assumes will take place
over May and June. Production guidance has also been withdrawn.
Thew company expects refinery operations to recommence after there is a sufficient improvement in refining
margins. Morgan Stanley assumes margins of US$7/bbl later in 2020, increasing to a mid-cycle level of near
US$10/bbl in 2021.
Caltex provided no update on the bid by Couche-Tard. The latter had indicated it remained in active due
diligence as of March 18. The issue is whether the bid will proceed and at what price.
The bid price was $35.25, but Morgan Stanley points out this was before the All Ordinaries dropped nearly -25%
over the year to date. The broker assumes Couche-Tard will want to re-price at a lower multiple.
Capital expenditure guidance for 2020 has been lowered to $250m from $300m. Subject to conditions, capital
initiatives outlined at the 2019 investor briefing are still being progressed although are now skewed to the
second half. This includes the sale of 49% of the retail property and divestment of around 240 retail sites as
well as hybrid capital issuance.
There are four Hold ratings and one Buy (Ord Minnett) on FNArena's database. The consensus target is $29.31,
that suggest 23.6% upside to the last share price. The dividend yield on 2020 and 2021 forecasts is 4.1% and
5.1% respectively.
Viva Energy
Viva Energy will delay its on-market buyback, having already delayed an off-market buyback, to assess the
longer-term impact of the pandemic, which brokers believe is prudent. 2020 guidance has been reduced as the
company preserves cash. Ord Minnett notes there is a lean cost base already, reducing the potential for further
cost reductions.
Brokers assess the sale of the company's interest in Viva Energy REIT ((VVR)) was well timed, providing $680m
in proceeds as a buffer. Morgans considers the decision to delay the buyback and keep the extra cash on
balance sheet is a smart move that means the business should weather the current crisis.
If pressure on refining margins persists, several brokers suspect a strategic review of the Geelong facility is
likely. Morgan Stanley estimates the refinery lost nearly -$50m during the first quarter of 2020.
Australian refining is under challenge because the cost structure is higher and there is less ability to blend
crude versus competing refineries in Asia . In addition, capital will be required around 2025 to move the
Geelong facility to a low sulphur fuel production. Ord Minnett agrees the longer-term outlook for the Geelong
refinery is in question, noting the capital expenditure required over the next few years.
Morgans considers the stock is starting to trade at an attractive discount to valuation but remains cautious as
the crisis is only in the early stages and there is going to be a substantial decline in demand across all segments
of the business.
The database has two Buy ratings and four Hold for Viva Energy with a consensus target of $1.71, that suggests
26.4% upside to the last share price. The dividend yield on 2020 and 2021 forecasts is 2.4% and 5.6% 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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Subdued 2020 For Woodside Petroleum
Woodside Petroleum has a well-financed balance sheet, able to withstand the current collapse in oil prices,
but 2020 is likely to be a subdued year for the oil & gas business.
-Reduced capital expenditure target reiterated
-Moves to hedge oil output
-Can defer growth until market improves
By Eva Brocklehurst
Woodside Petroleum ((WPL)) has taken a defensive stance for the rest of 2020, reducing expenditure and
deferring large projects. While the company appears to be well financed to withstand the slump in oil prices,
as Shaw and Partners suggests, a few weeks is a long time in the oil market.
The company has reiterated full year production guidance for 97-103 mmboe and is yet to feel the full impact
of lower oil prices, given the three-month lag in LNG contracts. Credit Suisse assesses the collapse in oil prices
will be observed in the June quarter and even more so in the September quarter. LNG spot prices have
declined closer to US$2/mmBtu.
Shaw and Partners suspects the worst is yet to come, with Brent at less than US$30/bbl and little that OPEC
and associates can do to stabilise market. There is yet to be shutdowns forced on oil companies by customers
that cannot take any more crude.

Woodside has reiterated a reduced capital expenditure target of US$1.7-1.9bn for 2020. Final investment
decisions on Scarborough and Pluto T2 projects have been delayed until 2021, while a final decision on
Browse has been delayed indefinitely .
9

Shutdowns for maintenance on the North West Shelf trains 3 and 4 are now expected in the September quarter
2020 and June quarter of 2021, respectively. Total production in the March quarter was down -6%, with North
West Shelf LNG and WA oil production affected by a cyclone. Hot weather and reliability issues affected Pluto
LNG and Wheatstone.
Woodside is now only providing a single LNG realised price across its three assets. Morgan Stanley is not
pleased with this, believing it creates uncertainty about the revenue being generated by each asset,
particularly at a time when price reviews are underway.
Debt Covenants
Woodside can withstand oil prices as low as US$10/bbl in FY20, Credit Suisse calculates, and US$15/bbl
through 2021, without its debt covenants coming into risk territory.
The company has indicated its debt covenants centre on gearing, currently at 14%, which would have to
increase to more than 70% for these to be breached. Morgans points out the current slump in oil prices has
come at a fortunate time, in that Woodside is between expenditure cycles.
The company has entered a 7.9mmboe call option at the cost of US$37m, providing downside protection and
upside exposure should prices move back through US$40/bbl in the second half of 2020.
Morgans believes the quick move to hedge 2020 output and fix some LNG volume will build a defendable base
of profitability, even if energy prices continue to fall. However, if the company pursues a large-scale
acquisition then the strength of its balance sheet may come under question, Credit Suisse points out.
Macquarie also questions whether the dividend may come under pressure after 2020 at current spot prices,
while UBS believes Woodside Petroleum is likely to pay a dividend in 2020 and continue to generate a profit.
Growth Outlook
Pipeline construction will start for the interconnector to the North West Shelf, which Credit Suisse assesses is
high-margin and under appreciated by the market. Still, joint venture approval is required and progress may be
stymied as a result. The broker values the interconnector up to $2.40 a share, unrisked.
Woodside is resilient to oil price weakness compared with its peers as there are options to defer growth until
the market improves, and high-margin growth can be pursued even amidst lower prices, in the broker's view.
Morgans agrees some growth projects can be deferred and also assesses the relative strength could mean
Woodside can opportunistically acquire business during the down cycle.
Shaw suggests the March quarter will likely turn out to be the best of what could be a very poor year. The
broker also found few details from the update on the situation in Asian LNG markets, one key area of concern.
Morgan Stanley, too, believes that, unless oil recovers to US$50/bbl LNG, the growth outlook is challenged.
Moreover, the company faces declines at existing assets.
Shaw, not one of the seven stockbrokers monitored daily on the FNArena database, has a Buy rating and $28
target. The database has five Buy ratings and two Hold. The consensus target is $24.41, suggesting 14.1%
upside to the last share price. Targets range from $21.60 (Morgan Stanley) to $27.16 (Credit Suisse).
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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Cuts To Oil Production Unlikely To Be Enough
The US has brokered an historic oil production agreement between OPEC, Russia and the G20, although brokers
are sceptical about whether this will have enough impact on supply/demand dynamics.
-Despite cuts, a sharp recovery in demand is required to prevent oversupply
-Agreement unlikely to avoid problems with storage capacity
-Some minor support for oil prices expected
By Eva Brocklehurst
As air travel slams to a virtual halt and traffic on the world's freeways is reduced to a minimum the oil market
has suffered a substantial destruction of demand, with prices plummeting.
Yet, on an historic level, the US has brokered negotiations between OPEC and Russia and, along with the
International Energy Agency, has convinced Saudi Arabia to call on the G20 to engineer a coordinated response
to the dramatic slump in oil demand.
Over Easter, fraught last-minute negotiations with Mexico, the most stubborn participant, have also helped
cement supply reductions. The G20 appears to have signalled a willingness to reduce output, amid
commitments by the US, Brazil and Canada.

Goldman Sachs suspects production cuts from these three are unlikely to be voluntary and will be driven by
market forces. They are likely to occur over time, given the significant geological and regulatory hurdles
involved in reducing production. What the agreement couldn't achieve in size it has attempted to do in terms
of duration and the broker notes numbers are rubbery. OPEC and Russia will meet again in June.
Shaw and Partners, too, does not hand the oil players an Oscar, believing, irrespective of their efforts, a rapid
recovery in demand is required to address the potential oversupply, and this is highly uncertain.
Assessing previous oil cycles over four decades, the broker points out inventory overhang can take 1-2 years to
11

clear and that only happens when supply is lower than demand. When demand does eventually recover,
market concerns shift to the large shut-in capacity that needs to be taken on board.
Like other production agreements, Citi asserts there is ambiguity and fudging amid confusion over what
baseline applies to which country. Still, the targets are reasonably clear.
OPEC et al (23 countries) will reduce exports by around -9.7mb/d in May and June, followed by a relaxation to
-7.7mb/d for the second half of 2020 and to -5.8mb/d for January 2021-April 2022. The latter number will be
reassessed by December 2020.
Canaccord Genuity is more optimistic about the deal, noting Saudi Arabia, as the largest producer, has taken
the biggest cut to its production and shown a willingness to ramp up production if partners don't cooperate.
Producers, besides OPEC and Russia, are committing to reductions, although the broker acknowledges there
are concerns these commitments are not genuine and will be a function of prices rather than policy.
Still, Citi anticipates they will occur, and will be less subject to any quick reversal compared with the ease at
which OPEC and Russia can change tactics. Moreover, many of the countries involved are likely to produce less
than their commitments in the second quarter of 2020 any way, invoking force majeure in some cases for not
being able to fulfill commitments.
Goldman Sachs is more sceptical. Assuming full compliance from OPEC and 50% compliance by other
participants in May this could lead to an actual -4.3mb/d reduction in production from first quarter 2020
levels, on the broker's assessment.
Hence, given the difficulty for most producers outside of the core OPEC group to implement large cuts, the
agreement is too little too late in order to avoid breaching storage capacity.
Storage
Shaw assesses inventory will increase until incremental production is lower than demand, which is not on the
short-term horizon. Assuming oil markets remain oversupplied for at least three months by 20mb/d, inventory
is likely to rise by 600m/bbl per month. On this basis, the broker calculates, by late May or early June physical
storage limits will have been reached.
Canaccord Genuity agrees that, even if the co-ordinated cuts amount to President Trump's assessment of
-20mb/d, it will be difficult to prevent the market being oversupplied in the near term.
Goldman Sachs does not believe oil purchases by the IEA will change the supply/demand balance and
estimates combined commercial and government storage capacity will be reached by late April. Any upside
surprise therefore would need to come from China, where there is little visibility on storage capacity.
Goldman Sachs reiterates the view that inland crude prices will decline further in coming weeks as storage
becomes more difficult. Downside risks to the broker's short-term US$20/bbl forecasts are envisaged.
The reduction in seaborne exports is likely to lead to Brent outperforming, Citi points out, as the cuts will
ease the drag on global fleet transport, freeing vessels for floating storage and capping freight rates.
Pricing
While the production cuts are welcome, Citi believes they may do little more than affect market psychology in
the June quarter and will not prevent prices from sliding, on average.
Storage is expected to be inadequate and prices will have to drop to levels that are low enough to force
production to cease, at least for several days to below US$20/bbl, and even US$10/bbl, in Citi's view, to
balance supply and demand. However, the market should rebalance in the third quarter and demand start to
rebound, supporting prices for the rest of the year.
ANZ analysts expect the production cuts will support prices in the short term and reduce the risk these drop
into the "teens". Still, any rally is likely to be relatively short lived as oil inventory will probably rise in coming
months.
With a cut of -9.7mb/d and up to -5mb/d estimated from other countries, Goldman Sachs assesses this is too
little to stop an oil price collapse. Ultimately, the broker believes, no voluntary reductions could be large
enough to offset the -19mb/d average April-May loss of demand because of the pandemic.
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
12

13

www.fnarena.com

WEEKLY REPORTS

Weekly Ratings, Targets, Forecast Changes 10-04-20
By Rudi Filapek-Vandyck, Editor FNArena
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 April 6 to Friday April 10, 2020
Total Upgrades: 24
Total Downgrades: 13
Net Ratings Breakdown: Buy 49.96%; Hold 40.57%; Sell 9.47%
The rate of stockbroking analysts issuing upgrades in recommendations for individual ASX-listed entities is
slowing, but the pendulum remains firmly in favour of more Buy (and equivalent) ratings.
For the shortened week ending on Thursday, 9th April 2020, FNArena registered 24 upgrades against 13
downgrades, with only four of the upgrades not shifting to a new Buy. Total Buy ratings for the seven
stockbrokerages monitored daily now sits just under the 50%, at 49.96%, against 40.5% on Neutral/Hold and the
remaining 9.4% on Sells.
Only three of the week's downgrades moved to Sell with Charter Hall Retail REIT, Otto Energy and Treasury
Wine Estates the unlucky receivers.
Positive amendments to valuations and price targets remain few and far between, with only St Barbara,
NextDC and Coles Group worth mentioning. It goes without saying, in the current climate of a global pandemic
and the deepest recession since the Great Depression unfolding, many more and deeper reductions to price
targets are taking place.
Biggest loser for the week is Webjet (capital raising), followed by Flight Centre (capital raising), Arena REIT
and Stockland. All ten stocks in the week's top ten for negative adjustments suffered by double digit
percentage.
In contrast, the week's top ten nominations for positive revisions to earnings forecasts show big movements
with Audinate on the week's top position, followed by National Storage REIT, Whitehaven Coal, and -believe it
or not- Qantas.
Of course, negative changes made to forecasts remain multiple times larger. Here the biggest loser for the
week is Flight Centre, followed by Webjet, then Oil Search, IDP Education, Sydney Airport and QBE Insurance.
With the latter announcing a capital raising on Tuesday (this morning) this stock is likely to feature next week
as well.
It'll be interesting to note when the above trends, all well-established, come to an end in Australia. My hunch
is it won't be soon (though things might start slowing down).
14

Upgrade
ABACUS PROPERTY GROUP ((ABP)) Upgrade to Accumulate from Hold by Ord Minnett .B/H/S: 1/2/0
Ord Minnett notes, since the pandemic has affected markets, A-REITs have fallen -40% while the S&P ASX 200
index has declined -27%.
As a result, the broker makes changes to recommendations for around half of its coverage.
December 2019 book values are expected to be impaired for all property sectors over the next 12-18 months,
from revised cash flow and growth assumptions and higher capitalisation rates.
Abacus Property is upgraded to Accumulate from Hold and the target is lowered to $2.70 from $3.30.
ARENA REIT ((ARF)) Upgrade to Outperform from Neutral by Macquarie .B/H/S: 2/1/0
Macquarie observes government policy has tilted to support the sector and the valuation is attractive.
Childcare operators will receive a subsidy if services are kept open and not charged. The funding will apply
from April 6.
While downside risks may exist for commercial leases in the broader sense, Macquarie believes any regulatory
headwinds will be directed towards financially-distressed tenants.
Rating is upgraded to Outperform from Neutral. Target is reduced to $2.45 from $3.20.
AUSNET SERVICES ((AST)) Upgrade to Outperform from Neutral by Macquarie .B/H/S: 2/3/1
Macquarie considers the valuation compelling, although growth may be limited in the current transmission
investment phase.
The industry has limited direct sensitivity to the pandemic and the stock is seen as defensive with a
sustainable dividend.
Rating is upgraded to Outperform from Neutral and the target lowered to $1.87 from $1.90.
BHP GROUP ((BHP)) Upgrade to Outperform from Neutral by Credit Suisse .B/H/S: 6/1/0
Credit Suisse believes this is a rare opportunity to buy BHP Group and upgrades to Outperform from Neutral.
The company has a portfolio of large projects in attractive markets.
As BHP looks to exit the thermal coal business, Credit Suisse expects proceeds will be handed over to
shareholders as no further de-leveraging is required.
Even in more extreme downside scenarios, no pressure on the balance sheet and dividend is expected over the
next 12 months. Target is reduced to $39 from $41.
CARINDALE PROPERTY TRUST ((CDP)) Upgrade to Accumulate from Hold by Ord Minnett .B/H/S: 1/0/0
Ord Minnett notes, since the pandemic has affected markets, A-REITs have fallen -40% while the S&P ASX 200
index has declined -27%.
As a result, the broker makes changes to recommendations for around half of its coverage.
December 2019 book values are expected to be impaired for all property sectors over the next 12-18 months,
from revised cash flow and growth assumptions and higher capitalisation rates.
Carindale Property is upgraded to Accumulate from Hold. Target is reduced to $3.60 from $5.20.
COLES GROUP LIMITED ((COL)) Upgrade to Overweight from Underweight by Morgan Stanley .B/H/S: 4/2/1
Morgan Stanley is more confident in the improved top-line prospects of supermarkets. Medium-term support is
predicated on a view that the current disruption (panic buying) will be followed by a broader recession.
This should be supportive of the supermarkets' share of consumption. Coles is considered best placed to
weather the disruption and its lower PE and higher pay-out ratio are likely to be increasingly attractive, in the
broker's view.
Rating is upgraded to Overweight from Underweight and the target raised to $17.75 from $14.50. Industry
view: Cautious.
COMPUTERSHARE LIMITED ((CPU)) Upgrade to Neutral from Underperform by Macquarie .B/H/S: 2/3/1
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The company has downgraded FY20 and FY21 guidance by further -5% and -3% respectively. Macquarie
incorporates a further -11% downside to margin income in FY21.
Despite this, the broker believes the stock is beginning to show signs of value and upgrades to Neutral from
Underperform. Target is reduced to $10.90 from $12.13.
DOWNER EDI LIMITED ((DOW)) Upgrade to Outperform from Underperform by Credit Suisse .B/H/S: 3/2/0
Credit Suisse expects Spotless will breach its debt covenants by the end of the year. Downer EDI is expected to
remain within its debt covenants.
The broker suspects the company can survive the current crisis without a capital raising but would not rule one
out.
Spotless is expected to be severely impacted for up to 6 months because of restrictions on public events.
Most of costs in the business are labour and the company is likely to cut costs by standing down staff.
Rating is upgraded to Outperform from Underperform. Target is reduced to $4.00 from $6.80.
FLIGHT CENTRE LIMITED ((FLT)) Upgrade to Add from Hold by Morgans .B/H/S: 5/1/0
Flight Centre has raised $700m in new capital, increasing shares on issue by 96%. Morgans' earnings per share
forecasts fall -248% and -153% in FY20-21. Large losses are expected in FY20 and FY21, before a recovery in
FY22-23.
The broker now believes the company has enough capital to weather the storm. Looking forward to normalised
earnings in FY22-23, the broker sees an attractive valuation. Upgrade to Add from Hold. Target falls to $13.00
from $20.98.
GROWTHPOINT PROPERTIES AUSTRALIA ((GOZ)) Upgrade to Accumulate from Hold by Ord Minnett .B/H/S:
1/2/0
Ord Minnett notes, since the pandemic has affected markets, A-REITs have fallen -40% while the S&P ASX 200
index has declined -27%.
As a result, the broker makes changes to recommendations for around half of its coverage.
December 2019 book values are expected to be impaired for all property sectors over the next 12-18 months,
from revised cash flow and growth assumptions and higher capitalisation rates.
The broker upgrades to Accumulate from Hold and reduces the target to $3.00 from $3.65.
GPT GROUP ((GPT)) Upgrade to Accumulate from Hold by Ord Minnett .B/H/S: 2/3/1
Ord Minnett notes, since the pandemic has affected markets, A-REITs have fallen -40% while the S&P ASX 200
index has declined -27%.
As a result, the broker makes changes to recommendations for around half of its coverage.
December 2019 book values are expected to be impaired for all property sectors over the next 12-18 months,
from revised cash flow and growth assumptions and higher capitalisation rates.
GPT is upgraded to Accumulate from Hold. Target is reduced to $4.30 from $5.80.
JB HI-FI LIMITED ((JBH)) Upgrade to Buy from Neutral by UBS .B/H/S: 4/3/0
UBS expects the current crisis to have a significant drag on the housing sector, characterised by falling house
prices, a slowdown in completions and a drop in turnover.
This is likely to be a headwind to household goods sales in FY21. Nevertheless, retailers such as JB Hi-Fi are
envisaged having significant capacity to withstand the downturn.
UBS upgrades to Buy from Neutral and believes the market is not factoring in the potential for market
consolidation once the pandemic is over. Target is reduced to $39.70 from $43.00.
ALE PROPERTY GROUP ((LEP)) Upgrade to Hold from Lighten by Ord Minnett .B/H/S: 0/2/0
Ord Minnett notes, since the pandemic has affected markets, A-REITs have fallen -40% while the S&P ASX 200
index has declined -27%.
As a result, the broker makes changes to recommendations for around half of its coverage.
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December 2019 book values are expected to be impaired for all property sectors over the next 12-18 months,
from revised cash flow and growth assumptions and higher capitalisation rates.
Ord Minnett upgrades to Hold from Lighten and reduces the target to $4.00 from $4.10.
MIRVAC GROUP ((MGR)) Upgrade to Accumulate from Hold by Ord Minnett .B/H/S: 5/1/0
Ord Minnett notes, since the pandemic has affected markets, A-REITs have fallen -40% while the S&P ASX 200
index has declined -27%.
As a result, the broker makes changes to recommendations for around half of its coverage.
December 2019 book values are expected to be impaired for all property sectors over the next 12-18 months
from revised cash flow and growth assumptions and higher capitalisation rates.
Mirvac is upgraded to Accumulate from Hold. The target is reduced to $2.40 from $2.90.
MEGAPORT LIMITED ((MP1)) Upgrade to Buy from Neutral by UBS .B/H/S: 2/1/0
The company has delivered the acceleration UBS was looking for in the second quarter result. The broker is a
strong believer in the long-term structural shift to the cloud.
Moreover, the current period of self-isolation could accelerate the uptake of the cloud and multi-cloud
services.
UBS expects a maiden quarterly positive operating earnings result in the fourth quarter of FY21, which is likely
to be a major turning point for the business.
Rating is upgraded to Buy from Neutral and the target raised to $11.90 from $11.75.
OIL SEARCH LIMITED ((OSH)) Upgrade to Accumulate from Hold by Ord Minnett and Upgrade to Add from
Hold by Morgans .B/H/S: 3/2/1
Oil Search has raised US$700m to address concerns over the balance sheet. Ord Minnett considers this prudent,
although the unfortunate consequence of the drop in oil prices is that the company has raised up to 36% of its
market capitalisation at a price well below valuation.
Still, the assets remain of high quality and there is corporate appeal. Hence, the broker upgrades to
Accumulate from Hold. Target is reduced to $3.40 from $3.50.
Morgans does not find the capital raising surprising, given the pressure on some of the company's debt, where
a key interest covenant would be tested by the end of the year.
This should now be a significant liquidity buffer for the next couple of years, even if oil prices are depressed.
However, what this does not do is supply the company with adequate capital resources to support the
development of its growth projects in Alaska and PNG.
Nevertheless, given the improvement in the risk profile and the extent of recent weakness in the share price,
the broker upgrades to Add from Hold. Target is raised to $3.53 from $3.16.
REECE LIMITED ((REH)) Upgrade to Neutral from Sell by Citi .B/H/S: 0/2/0
Reece has announced a $600m equity raising to reduce net debt and improve liquidity, and provide some
optionality for growth, Citi notes. The broker sees the move as logical, but has slashed earnings forecasts to
reflect subsequent dilution and lower revenue in the new construction market.
At the moment, sales both domestically and in the US are holding up well, management noted, but risk is
dependent on the duration of the shutdown. Target falls to $8.85 from $10.50. Upgrade to Neutral from Sell.
See also REH downgrade.
STOCKLAND ((SGP)) Upgrade to Accumulate from Lighten by Ord Minnett .B/H/S: 2/3/1
Ord Minnett notes, since the pandemic has affected markets, A-REITs have fallen -40% while the S&P ASX 200
index has declined -27%.
As a result, the broker makes changes to recommendations for around half of its coverage.
December 2019 book values are expected to be impaired for all property sectors over the next 12-18 months,
from revised cash flow and growth assumptions and higher capitalisation rates.
Stockland is upgraded to Accumulate from Lighten and the target reduced to $3.10 from $3.90.
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SMARTGROUP CORPORATION LTD ((SIQ)) Upgrade to Outperform from Neutral by Credit Suisse .B/H/S:
2/3/0
Credit Suisse suggests SmartGroup is the type of stock where equity market dislocation provides an opportunity.
There is a material revenue stream that is very defensive - salary packaging - and the business is light on
capital requirements.
The broker assesses the valuation is compelling on a 12-month view and upgrades to Outperform from Neutral.
Target is reduced to $5.90 from $7.25.
SANTOS LIMITED ((STO)) Upgrade to Overweight from Equal-weight by Morgan Stanley .B/H/S: 5/1/0
The stock has sold off along with the broader energy market but Morgan Stanley suspects Santos is on firm
ground, given its actions since 2016.
The company has the balance sheet to withstand a number of years of very low oil prices and has growth
options in its assets.
The broker is looking to position in companies that can handle depressed prices over the medium term in case
it takes longer for oil to recover.
Rating is upgraded to Overweight from Equal -weighted and the target raised to $5.00 from $4.25. Cautious
industry view.
SUNCORP GROUP LIMITED ((SUN)) Upgrade to Accumulate from Hold by Ord Minnett .B/H/S: 2/4/1
Ord Minnett expects the general insurance business could benefit from reduced claims in motor vehicles, offset
partially by possible landlord insurance claims.
The broker expects the banking division will suffer from margin pressures and a rise in bad debts, although this
will be less than for the major banks.
The broker reviews earnings forecasts and upgrades to Accumulate from Hold as a result. Target is reduced to
$12.83 from $13.41.
VICINITY CENTRES ((VCX)) Upgrade to Accumulate from Hold by Ord Minnett .B/H/S: 1/3/2
Ord Minnett notes, since the pandemic has affected markets, A-REITs have fallen -40% while the S&P ASX 200
index has declined -27%.
As a result, the broker makes changes to recommendations for around half of its coverage.
December 2019 book values are expected to be impaired for all property sectors over the next 12-18 months,
from revised cash flow and growth assumptions and higher capitalisation rates.
The broker's analysis suggests impairments of around -30% are likely for retail malls.
Rating is upgraded to Accumulate from Hold and the target lowered to $1.50 from $1.85.
WEBJET LIMITED ((WEB)) Upgrade to Equal-weight from Underweight by Morgan Stanley .B/H/S: 3/2/0
The company has recapitalised, raising around $346m, which results in a -150% dilution. Morgan Stanley notes
unusual events and the lack of a buffer have led to significant value dilution.
Morgan Stanley reduces FY20 earnings estimates by -93% and FY21 by -84%. The broker does not have a
conviction on earnings in order to maintain a strong view on the valuation.
Rating is upgraded to Equal-weight from Underweight, largely because of the improved liquidity and minimal
visibility on earnings. The market is expected to look through the FY20 and FY21 results.
Target is reduced to $2.50 from $10.00. Industry View is In-Line.
Downgrade
CHARTER HALL LONG WALE REIT ((CLW)) Downgrade to Hold from Buy by Ord Minnett .B/H/S: 2/2/0
Ord Minnett notes, since the pandemic has affected markets, A-REITs have fallen -40% while the S&P ASX 200
index has declined -27%.
As a result, the broker makes changes to recommendations for around half of its coverage.
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December 2019 book values are expected to be impaired for all property sectors over the next 12-18 months,
from revised cash flow and growth assumptions and higher capitalisation rates.
The broker's analysis suggests impairments of around -5% are likely for neighbourhood centres, long WALE and
industrial assets.
Rating is downgraded to Hold from Buy and the target lowered to $3.90 from $5.10.
CHARTER HALL RETAIL REIT ((CQR)) Downgrade to Lighten from Hold by Ord Minnett .B/H/S: 1/2/2
Ord Minnett notes, since the pandemic has affected markets, A-REITs have fallen -40% while the S&P ASX 200
index has declined -27%.
As a result, the broker makes changes to recommendations for around half of its coverage.
December 2019 book values are expected to be impaired for all property sectors over the next 12-18 months,
from revised cash flow and growth assumptions and higher capitalisation rates.
The broker's analysis suggests impairments of around -5% are likely for neighbourhood centres, long WALE and
industrial assets and up to -30% for retail malls.
The broker downgrades to Lighten from Hold and reduces the target to $2.60 from $4.00.
DEXUS PROPERTY GROUP ((DXS)) Downgrade to Hold from Accumulate by Ord Minnett .B/H/S: 5/1/0
Ord Minnett notes, since the pandemic has affected markets, A-REITs have fallen -40% while the S&P ASX 200
index has declined -27%.
As a result, the broker makes changes to recommendations for around half of its coverage.
December 2019 book values are expected to be impaired for all property sectors over the next 12-18 months,
from revised cash flow and growth assumptions and higher capitalisation rates.
The broker's analysis suggests impairments of around -15-25% for office assets.
Rating is downgraded to Hold from Accumulate and the target lowered to $8.50 from $12.40.
METCASH LIMITED ((MTS)) Downgrade to Equal-weight from Overweight by Morgan Stanley .B/H/S: 2/4/0
Morgan Stanley is more confident in the improved top-line prospects of supermarkets. Medium-term support is
predicated on a view that the current disruption (panic buying) will be followed by a broader recession.
This should be supportive of the supermarkets' share of consumption. Morgan Stanley downgrades to
Equal-weight from Overweight as the stock has materially outperformed peers.
Industry view: Cautious. Target is reduced to $2.90 from $2.95.
NAVIGATOR GLOBAL INVESTMENTS LIMITED ((NGI)) Downgrade to Neutral from Outperform by Macquarie
and Downgrade to Hold from Buy by Ord Minnett .B/H/S: 0/2/0
Given underperformance in the March quarter, Navigator Global Investments is unable to accurately predict
how this might impact assets under management flows and revenues and as such has withdrawn FY20 guidance.
Until the level of outflows is clear, the outlook for the fund manager is uncertain, Macquarie warns.
Downgrade to Neutral from Outperform. Target falls to $1.72 from $3.36.
The quarterly performance was below Ord Minnett's expectations. Multi-strategy funds were the main source of
disappointment, down -18% in the March quarter.
Navigator Global has withdrawn FY20 operating earnings (EBITDA) guidance.
Ord Minnett downgrades to Hold from Buy and lowers the target to $1.70 from $3.90. The broker prefers to sit
on the sidelines to observe how Lighthouse Partners weathers the current crisis.
NEW HOPE CORPORATION LIMITED ((NHC)) Downgrade to Neutral from Outperform by Macquarie .B/H/S:
3/1/0
Macquarie has marked to market for March quarter bulk commodity prices and incorporated provisional pricing
adjustments. Recent strong share price moves have eroded value upside.
The broker retains a preference for iron ore miners on significant FY22 earnings upside at current spot prices.
Recent declines in alumina and coal prices have increased downside risk for relevant miners.
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New Hope Corp downgraded to Neutral from Outperform, target unchanged at $1.50.
NEXTDC LIMITED ((NXT)) Downgrade to Hold from Add by Morgans .B/H/S: 3/3/0
NextDC has announced a $672 capital raising at $7.80 to accelerate current fit-outs for third generation data
centres in Sydney and Melbourne. The raising will ensure the balance sheet is in good shape, Morgans notes.
Target is slightly reduced to $8.56 from $8.73 to account for a higher share-count but the raising significantly
de-risks the stock and broker views the medium term outlook as positive. So does the market, hence following
a strong share price run Morgans pulls back to Hold from Add.
OTTO ENERGY LIMITED ((OEL)) Downgrade to Reduce from Add by Morgans .B/H/S: 0/0/1
The company's risk profile has greatly increased, Morgans assesses, given the unprecedented conditions. The
company is seeking to raise $17.5m, more than its current market capitalisation, to try and put its balance
sheet back on firmer ground.
If the current conditions persist, the broker finds little earnings potential over the remainder of 2020 and 2021.
While the broker is positive about the portfolio, the pressure on the balance sheet and the major headwinds
for oil have affected confidence. Rating is downgraded to Reduce from Add and the target lowered to 0.4c
from 5.5c.
REECE LIMITED ((REH)) Downgrade to Hold from Add by Morgans .B/H/S: 0/2/0
Shutdowns are likely to put significant pressure on underlying demand for Reece products and thus revenue
generation over FY20-21, Morgans warns. This will likely lead to reduced growth plans. The company will keep
its stores open for essential water and sanitation product supply.
Current uncertainty and high gearing see Morgans pull back to Hold from Add, while still highlighting the
longer term potential of the business. Target falls to $10.16 from $12.84.
See also REH upgrade.
SCENTRE GROUP ((SCG)) Downgrade to Hold from Accumulate by Ord Minnett .B/H/S: 2/2/2
Ord Minnett notes, since the pandemic has affected markets, A-REITs have fallen -40% while the S&P ASX 200
index has declined -27%.
As a result, the broker makes changes to recommendations for around half of its coverage.
December 2019 book values are expected to be impaired for all property sectors over the next 12-18 months,
from revised cash flow and growth assumptions and higher capitalisation rates.
The broker's analysis suggests impairments of around -30% are likely for retail malls.
Rating is downgraded to Hold from Accumulate. Target is lowered to $1.90 from $2.50.
TREASURY WINE ESTATES LIMITED ((TWE)) Downgrade to Underperform from Neutral by Macquarie .B/H/S:
1/5/1
Treasury Wine Estates has warned of difficult trading conditions in the US and China and proposed the spin-off
its jewel in the crown, Penfolds.
Macquarie notes diversified alcohol brands tend to trade at a premium to individual brands. Penfolds has
strong appeal but value in the rump of Treasury Wines would be diminished, the broker suggests.
A spin-off would result in negative cost synergies and a likely rise in the cost of debt. Macquarie downgrades to
Underperform from Neutral, with risks to the downside. Target falls to $9.50 from $9.90.
WHITEHAVEN COAL LIMITED ((WHC)) Downgrade to Neutral by Macquarie .B/H/S: 4/3/0
Macquarie has marked to market for March quarter bulk commodity prices and incorporated provisional pricing
adjustments. Recent strong share price moves have eroded value upside.
The broker retains a preference for iron ore miners on significant FY22 earnings upside at current spot prices.
Recent declines in alumina and coal prices have increased downside risk for relevant miners.
Whitehaven Coal downgraded to Neutral from Outperform, target rises to $2.10 from $1.90.
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Broker Recommendation Breakup

Broker Rating
Order
Company
Upgrade
1
ABACUS PROPERTY GROUP
2
ALE PROPERTY GROUP
3
ARENA REIT
4
AUSNET SERVICES
5
BHP GROUP
6
CARINDALE PROPERTY TRUST
7
COLES GROUP LIMITED
8
COMPUTERSHARE LIMITED
9
DOWNER EDI LIMITED
10
FLIGHT CENTRE LIMITED
11
GPT GROUP
12
GROWTHPOINT PROPERTIES AUSTRALIA
13
JB HI-FI LIMITED
14
MEGAPORT LIMITED
15
MIRVAC GROUP
16
OIL SEARCH LIMITED
17
OIL SEARCH LIMITED
18
REECE LIMITED
19
SANTOS LIMITED
20
SMARTGROUP CORPORATION LTD
21
STOCKLAND
22
SUNCORP GROUP LIMITED
23
VICINITY CENTRES
24
WEBJET LIMITED
Downgrade
25
CHARTER HALL LONG WALE REIT
26
CHARTER HALL RETAIL REIT
27
DEXUS PROPERTY GROUP
28
METCASH LIMITED
29
NAVIGATOR GLOBAL INVESTMENTS LIMITED
30
NAVIGATOR GLOBAL INVESTMENTS LIMITED
31
NEW HOPE CORPORATION LIMITED

New Rating

Old Rating

Broker

Buy
Neutral
Buy
Buy
Buy
Buy
Buy
Neutral
Buy
Buy
Buy
Buy
Buy
Buy
Buy
Buy
Buy
Neutral
Buy
Buy
Buy
Buy
Buy
Neutral

Neutral
Sell
Neutral
Neutral
Neutral
Neutral
Sell
Sell
Sell
Neutral
Neutral
Neutral
Neutral
Neutral
Neutral
Neutral
Neutral
Sell
Neutral
Neutral
Sell
Neutral
Neutral
Sell

Ord Minnett
Ord Minnett
Macquarie
Macquarie
Credit Suisse
Ord Minnett
Morgan Stanley
Macquarie
Credit Suisse
Morgans
Ord Minnett
Ord Minnett
UBS
UBS
Ord Minnett
Morgans
Ord Minnett
Citi
Morgan Stanley
Credit Suisse
Ord Minnett
Ord Minnett
Ord Minnett
Morgan Stanley

Neutral
Sell
Neutral
Neutral
Neutral
Neutral
Neutral

Buy
Neutral
Buy
Buy
Buy
Buy
Buy

Ord Minnett
Ord Minnett
Ord Minnett
Morgan Stanley
Macquarie
Ord Minnett
Macquarie
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31
32
33
34
35
36
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NEW HOPE CORPORATION LIMITED
NEXTDC LIMITED
OTTO ENERGY LIMITED
REECE LIMITED
SCENTRE GROUP
TREASURY WINE ESTATES LIMITED
WHITEHAVEN COAL LIMITED

Neutral
Neutral
Sell
Neutral
Neutral
Sell
Neutral

Buy
Buy
Buy
Buy
Buy
Neutral
Neutral

Macquarie
Morgans
Morgans
Morgans
Ord Minnett
Macquarie
Macquarie

Recommendation
Positive Change Covered by > 2 Brokers
Order Symbol
Company
1
IEL
IDP EDUCATION LIMITED
2
WEB WEBJET LIMITED
3
FLT FLIGHT CENTRE LIMITED
4
DOW DOWNER EDI LIMITED
5
MP1 MEGAPORT LIMITED
6
ARF ARENA REIT
7
PDL PENDAL GROUP LIMITED
8
COL COLES GROUP LIMITED
9
SIQ
SMARTGROUP CORPORATION LTD
10
STO SANTOS LIMITED

New RatingPrevious
100.0%
60.0%
83.0%
60.0%
67.0%
67.0%
50.0%
36.0%
40.0%
75.0%

Rating Change Recs
30.0%
70.0% 5
20.0%
40.0% 5
43.0%
40.0% 6
20.0%
40.0% 5
33.0%
34.0% 3
33.0%
34.0% 3
21.0%
29.0% 7
7.0%
29.0% 7
20.0%
20.0% 5
58.0%
17.0% 6

Negative Change Covered by > 2 Brokers
Order Symbol
Company
1
NXT NEXTDC LIMITED
2
NHC NEW HOPE CORPORATION LIMITED
3
QAN QANTAS AIRWAYS LIMITED
4
SAR SARACEN MINERAL HOLDINGS LIMITED
5
MTS METCASH LIMITED
6
SYD SYDNEY AIRPORT HOLDINGS LIMITED
7
NHF NIB HOLDINGS LIMITED
8
DMP DOMINO'S PIZZA ENTERPRISES LIMITED
9
VEA VIVA ENERGY GROUP LIMITED
10
DXS DEXUS PROPERTY GROUP

New RatingPrevious Rating Change Recs
50.0%
83.0%
-33.0% 6
75.0%
100.0%
-25.0% 4
40.0%
60.0%
-20.0% 5
70.0%
88.0%
-18.0% 5
25.0%
42.0%
-17.0% 6
21.0%
36.0%
-15.0% 7
7.0%
21.0%
-14.0% 7
-7.0%
7.0%
-14.0% 7
33.0%
42.0%
-9.0% 6
83.0%
92.0%
-9.0% 6

Target Price
Positive Change Covered by > 2 Brokers
Order Symbol
Company
1
SBM ST BARBARA LIMITED
2
NXT NEXTDC LIMITED
3
COL COLES GROUP LIMITED
4
NHF NIB HOLDINGS LIMITED
5
MTS METCASH LIMITED
6
BXB BRAMBLES LIMITED

New TargetPrevious
3.120
9.260
16.724
5.026
2.873
12.643

Target Change Recs
3.000
4.00% 5
8.905
3.99% 6
16.139
3.62% 7
4.976
1.00% 7
2.857
0.56% 6
12.577
0.52% 6

New TargetPrevious
3.762
15.542
2.467
3.603
17.360
1.758
6.044
5.966
2.845
4.087

Target Change Recs
10.698
-64.83% 5
27.380
-43.24% 6
3.167
-22.10% 3
4.545
-20.73% 6
21.506
-19.28% 5
2.162
-18.69% 6
7.288
-17.07% 5
7.073
-15.65% 7
3.268
-12.94% 6
4.545
-10.08% 6

Negative Change Covered by > 2 Brokers
Order Symbol
Company
1
WEB WEBJET LIMITED
2
FLT FLIGHT CENTRE LIMITED
3
ARF ARENA REIT
4
SGP STOCKLAND
5
IEL
IDP EDUCATION LIMITED
6
VCX VICINITY CENTRES
7
DOW DOWNER EDI LIMITED
8
PDL PENDAL GROUP LIMITED
9
MGR MIRVAC GROUP
10
CQR CHARTER HALL RETAIL REIT
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Earning Forecast
Positive Change Covered by > 2 Brokers
Order Symbol
Company
1
AD8 AUDINATE GROUP LIMITED
2
NSR NATIONAL STORAGE REIT
3
WHC WHITEHAVEN COAL LIMITED
4
QAN QANTAS AIRWAYS LIMITED
5
ILU
ILUKA RESOURCES LIMITED
6
NXT NEXTDC LIMITED
7
AWC ALUMINA LIMITED
8
Z1P ZIP CO LIMITED
9
EVN EVOLUTION MINING LIMITED
10
WOW WOOLWORTHS LIMITED

New EF Previous EF Change Recs
-0.427
-1.110
61.53% 3
9.800
7.475
31.10% 3
10.167
7.939
28.06% 7
9.180
7.824
17.33% 5
76.163
69.647
9.36% 5
-4.167
-4.500
7.40% 6
10.451
9.851
6.09% 6
-11.700
-12.367
5.39% 3
20.886
20.314
2.82% 7
140.033
136.233
2.79% 5

Negative Change Covered by > 2 Brokers
Order Symbol
Company
1
FLT FLIGHT CENTRE LIMITED
2
WEB WEBJET LIMITED
3
OSH OIL SEARCH LIMITED
4
IEL
IDP EDUCATION LIMITED
5
SYD SYDNEY AIRPORT HOLDINGS LIMITED
6
QBE QBE INSURANCE GROUP LIMITED
7
TCL TRANSURBAN GROUP
8
FBU FLETCHER BUILDING LIMITED
9
STO SANTOS LIMITED
10
SGR THE STAR ENTERTAINMENT GROUP LIMITED

New EF Previous EF Change Recs
-18.429
59.133 -131.17% 6
-8.166
43.424 -118.81% 5
2.332
10.439
-77.66% 6
20.920
34.540
-39.43% 5
5.983
8.977
-33.35% 7
59.631
80.080
-25.54% 7
13.036
17.500
-25.51% 7
23.099
30.850
-25.12% 5
26.458
33.760
-21.63% 6
11.263
14.363
-21.58% 7

Technical limitations
If you are reading this story through a third party distribution channel and you cannot see charts
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Find out why FNArena subscribers like the service so much: "Your Feedback (Thank You)" - Warning this story
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Uranium Week: Further Supply Cuts
Kazatomprom has moved to formalise virus-related production shutdowns across its operations, sending
uranium spot prices higher still.
-Kazak restrictions impact uranium production
-Cameco moves to shutter more facilities
-spot and term prices on the move in response
By Greg Peel
The Kazak government has imposed measures which now cover all of state-owned Kazatomprom’s regions of
operation, order to stop the spread of the virus. This has led to a reduction in staff at mine sites and a
three-month period of reduced recovery operations, hence lower uranium production.
Kazatomprom is working with its joint venture partners, which include Canada’s Cameco, on "assessing the full
impact and detailed implementation of this decision across all of Kazakhstan's uranium mines," industry
consultant TradeTech reports.
Based on threes month of reduced operations, Kazatomprom expects Kazakhstan’s 2020 total production
volume to decline up to -10.4mlbs U3O8 from the previous forecast of 59.1-59.3mlbs U3O8, although it noted
the impact on production may vary from this estimate.
The company nevertheless does not expect reduced production to impact on 2020 sales obligations which can
be satisfied from stockpiled material. It will however impact on joint venture partners, given their respective
shares of production will be hit. Cameco has announced an expected loss of -600,000lbs U3O8.
Meanwhile, Cameco continues to shut down its Canadian operations. Added to the company’s list of shuttered
mines and mills last week were the company’s Port Hope UF6 conversion facility in Ontario, thus forcing the
closure of the Blind River UO3 refinery, UO3 being required to produce UF6.
The plants will at this stage close for four weeks and summer maintenance will be brought forward where
possible.
Price Pressure
Traders getting in on the act, and producers requiring to purchase material in the spot market to satisfy
contracts, continue to push spot prices higher as supply dwindles. A number of utilities were also active on
the buy-side last week.
TradeTech reports ten transactions totalling 1.5mlbs U3O8 equivalent in the spot market. The consultant’s
weekly spot price indicator has risen US$1.90 to US$29.50/lb – up 7% for the week and 15% for the fortnight.
Term uranium markets have also come under price pressure, albeit not quite as steeply as the spot market.
TradeTech’s monthly term price indicators remain at US$31.00/lb (mid) and US$34.00/lb (long).
Looking Forward
Canaccord Genuity suggests the level of suspended production could exceed the quantity of physical material
entering the spot market over the near term – a prospect reflected in the price surge.
While spot pricing remains well below acceptable returns for the industry – we note producers had already
been curtailing production for a number of years due to too-weak prices, before the virus came along –
Canaccord believes the prevailing near term uncertainty over supply will likely induce utilities to offer
improved long term pricing to sellers to ensure future feed requirements are covered, potentially by 40% in the
US by 2022.
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The Short Report - 16 Apr 2020
See Guide further below (for readers with full access).
Summary:
Week ending April 9, 2020
Last week saw the ASX200 take a stumble before recovering to resume the snap-back rally, as had been the
case the week before.
The number of short position movements was again relatively limited last week, with short position increases
and decreases netting out.
The week before, shorts in oOh!media ((OML)) had leapt to 14.9% from 8.6% as the company sought to raise
capital and hedge funds opened a typical short the stock - pick up discounted shares in the raising play for an
arbitrage profit. Last week that trade concluded with OML disappearing off the 5%-plus shorted table.
Also raising capital recently were under-siege travel agents Webjet ((WEB)) and Flight Centre ((FLT)). No such
arbitrage plays in this sector. Webjet shorts jumped to 9.2% from 7.8% and Flight Centre shorts rose to 8.0%
from 7.2%.
Corporate Travel Management ((CTD)) shorts remain at 7.5%.
And that’s about all of note, other than to highlight a return to the table for Estia Health ((EHE)). The 5%-plus
shorted table was adorned with aged residential care providers back when the Royal Commission into the
sector began, but profits were subsequently taken.
Estia Health was one of the very first companies to withdraw guidance due to the latest uncertainty, back in
mid-March.
Weekly short positions as a percentage of market cap:
10%+
GXY 16.9
SDA 13.2
ORE 13.1
JBH
10.6
ING
10.4
Out: OML, NCZ
9.0-9.9
NCZ, MYR, CUV, PLS, WEB
In: NCZ, WEB
8.0-8.9%
SUL, FLT
In: FLT

Out: MTS, BOQ

7.0-7.9%
BOQ, PPT, PGH, MTS, Z1P, CTD, SYR, BEN
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In: BOQ, MTS

Out: WEB, FLT

6.0-6.9%
SEK, IVC, NEA, KGN, MYX, HVN, GEM, SGM, RSG, APT, GWA
In: APT
5.0-5.9%
CLH, IFL, BGA, DMP, HUB, AMP, CLQ, EHE, DCN, CGF, BLD, A2M, NUF, CGC
In: EHE, CGF, BLD

Out: APT, BKL, LYC

Movers & Shakers
Movers & Shakers will return when things settle down.
ASX20 Short Positions (%)
Code Last Week Week Before Code Last Week Week Before
AMC

0.9

1.0

NCM

0.8

0.7

ANZ

0.7

0.7

RIO

3.2

3.9

BHP

4.7

4.8

SCG

0.6

0.5

BXB

0.2

0.2

SUN

0.6

0.6

CBA

0.8

0.6

TCL

0.5

0.5

CSL

0.3

0.2

TLS

0.2

0.3

GMG

0.5

0.4

WBC

0.6

0.5

IAG

0.9

0.9

WES

0.5

0.5

MQG

0.3

0.3

WOW

0.5

0.7

NAB

0.5

0.5

WPL

1.9

2.1

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
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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
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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The Wrap: Economy, Dwellings & Food
Weekly Broker Wrap: economic outlook; dwelling starts/construction, food & beverages, and supermarkets.
-Recovery likely delayed to the December quarter
-Reduced demand for air travel, business accommodation likely
-Dwelling commencements to drop substantially
-Evidence supermarket price inflation is improving
By Eva Brocklehurst
Outlook
A medical crisis has become an economic crisis. That's how Westpac economists view the outlook, expecting
the world economy will contract in 2020 by around -1.5%. The policies put in place to address the virus in
Australia are expected to peak near the end of the June quarter, be maintained through to September,
delaying a recovery to the December quarter.
National Australia Bank economists expect the economy will turn the corner by the December quarter and then
bounce back very strongly. They assess the Australian government's rescue packages, particularly JobKeeper,
should help avoid a full-blown depression.
The largest hit to the economy is most likely in the June quarter, where GDP could fall by around -7%, in their
view. This places the economic impact a little below that likely to be experienced by the US, UK and Europe
and similar to Canada and Japan.
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Both economist camps expect unemployment to hit around 11-11.75% by mid year with little improvement
subsequently over 2020. Unemployment is likely to still be around 7.5% by the end of 2021, the NAB economists
suggest.
Inflation is expected to be around 1.5% in 2020 and drop to just 0.2% in 2021. This, in turn, may cause some
problem for the recovery and signal the government may need to provide more fiscal help in 2021.
Beyond mid 2021, Westpac's economists expect growth to hold around trend, despite ample spare capacity in
the economy, as legacies from the recession will act to constrain activity for some time.
Significant destruction in demand for commodities, amid a deep global recession, is anticipated and they
anticipate the Australian dollar will move back into the US$0.50 range, with a gradual recovery back to
US$0.62 throughout the June quarter.
Demand destruction is particularly likely for energy. However, Westpac's economists note that this could mean
a significant reduction in production costs for many commodities, lowering the break-even price. Bulk
commodities are expected to remain supported by soft supply.
Further out, the NAB economists anticipate a structural shift in the commercial property sector with
substantial investments in technology to enable remote working likely to become more prevalent, reducing the
demand for office space. Retailers may also reduce their footprint in the CBD.
There is likely to be an ongoing reduction in demand for air travel as well as accommodation for business
purposes. A recovery in tourism is likely to be more protracted, with restrictions only likely to be removed as
the virus is contained globally. Australia's education exports are likely to be affected by slower global income
growth although a weaker exchange rate could offset this.
Dwelling Commencements
Australian dwelling commencements remain near their lowest level since 2013 and UBS revises down forecasts
materially, expecting mobility restrictions will remain in place over coming months. Moreover, a drop in
migration coupled with a sharp lift in unemployment will have a significant impact. So far, policy has not been
aimed directly at housing to offset any negatives.
Dwelling commencements could drop to around 120,000 in 2020 from 174,000 in 2019, UBS assesses. This could
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even dip below 100,000 over coming quarters, which would be the lowest level since 1960. House prices are
expected to decline at least -10% in the coming year and without an easing of mobility restrictions are more
policy support could be larger.
Citi considers Brickworks ((BKW)), CSR ((CSR)) and Adelaide Brighton ((ABC)) the most exposed to a slowing
housing market as they have around 65%, 55% and 20% of sales, respectively, exposed to new residential
building.
Meanwhile, non-residential building starts and renovation activity remain patchy and the broker finds the
outlook for a recovery difficult to assess.
Food & Beverages
In terms of the food & beverages sector, JPMorgan considers a2 Milk ((A2M)) the most defensive, although
much of the tailwind from working from home should pass, while Domino's Pizza ((DMP)) should also gain from
its delivery and value position.
Meanwhile, a challenged route to market for Coca-Cola Amatil ((CCL)) and Treasury Wine Estates ((TWE)) is
envisaged. Treasury Wine is expected to take some time to clear existing inventory in China and softer
aggregate demand could mean the oversupply in US persists.
Coca-Cola Amatil's pace of recovery is likely to be slow because of ongoing softness in international tourism
(affecting Bali and Fiji) and the response from the Indonesian and PNG governments to the pandemic.
Supermarkets
There was a significant boost to supermarket sales in March but Citi suspects investor attention will now turn
to whether this was temporary, and the incremental margin status.
Eating out is one quarter of total food expenditure in normal circumstances and therefore Citi expects around
$6-7bn will migrate to supermarkets, given social isolation. This translates to a 6% boost to supermarket sales
growth. Still, the broker is cautious about some of the headwinds which include trading down to private labels
and smaller packs.
UBS highlights evidence that grocery inflation is improving. Price improvements have occurred across both dry
goods and fresh, a result of both the easing of promotional frequency and supply-side challenges after the
bushfires.
Both Coles ((COL)) and Woolworths ((WOW)) recorded positive price improvements in the broker's latest
survey of prices. UBS also expects the promotional intensity will be reduced going forward, even beyond the
pandemic impact, and move closer to the global developed average, as Australasia is currently an outlier.
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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Senex Energy Primed For Strong Year Ahead
The ramp up of Roma North and Atlas continues apace, with Senex Energy primed for a strong year ahead
despite the slump in the oil price.
-Establishing economic gas reserves
-Domestic stimulus could increase gas demand
-More than 50% of production not linked to oil by FY22
By Eva Brocklehurst
Despite the gloom and doom Senex Energy ((SXY)) managed a rare bright March quarter, beating expectations
for production. March quarter gas production was up 61%. The continued ramp up of Roma North and Atlas in
the Surat Basin drove the strong quarter. There was also a full quarter of gas production from Gemba in the
Cooper Basin.
The realised oil price was $63/bbl as the company benefited from the effect of hedging. While capital
expenditure was higher than Macquarie anticipated, the company has indicated that only 85 wells are now
required at Roma North versus previous estimates for 100 wells.
This drilling campaign at Roma North is expected to be completed by the end of 2020. Drilling has now focused
on Atlas, where the well numbers have also been reduced to 50 from 60. This indicates capital expenditure is

likely to decrease too.
Morgans asserts Senex Energy is demonstrating a robust strategy amid no visible capital constraints and
despite the collapse in the oil price. The company has completed all major hurdles for emerging gas
producers, the broker adds.
Senex Energy has established economic gas reserves, secured a path to market and sourced adequate capital.
FY20 production guidance of 1.8-2.0mmmboe and operating earnings (EBITDA) of $40-50m have been
reiterated.
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Guidance is likely to be achieved, Bell Potter suggests, while Credit Suisse expects the top end of the range
will be be reached, particularly as Roma North could attain around 10% above nameplate.
The company continues to receive enquiries regarding gas supply for term domestic contracts and pricing is
expected to reflect shortages in the medium term. While oil-linked gas prices will weigh, Atlas moving into
fixed-price term contracts will provide support.
Bell Potter notes, by FY22, over 50% of sales will be term contracts with around one third delivered to GLNG.
The diversified nature of the sales provide some downside protection and the broker, not one of the seven
stockbrokers monitored daily on the FNArena database, retains a Buy rating and $0.25 target.
Credit Suisse suspects weak LNG prices and risks to demand may be overestimated by the market. The
broker reduces uncontracted gas pricing estimates to $6/gigajoule for 2020, but envisages upside beyond that
as domestic stimulus could increase demand and prices may spike.
The broker expects that higher production of gas will more than offset lower uncontracted price assumptions
and oil production.
Front End Engineering Design (FEED) on Roma North expansion is expected to be completed mid year.
However, Credit Suisse suspects the company may wait to build up its balance sheet in FY21 and secure
contracts before commencing.
Oil
Credit Suisse is wary of oil prices worsening but believes the company is a little less exposed versus its peers
because of its gas business, with more than 50% of production not linked to oil by FY22.
The broker is mindful that if oil prices are sustained below US$40/bbl it could affect the outlook for new
drilling at Roma North. but this would be the case for new drilling across the sector. Low oil prices are not
expected to affect development of Atlas, where the targeted production plateau is much higher than Roma
North and there are long-term fixed-price gas contracts.
Morgans asserts the poor sentiment towards the energy sector has meant the stock sold off aggressively and an
opportunity has been uncovered. Ord Minnett also considers the stock in a positive light, noting free cash-flow
yield, stable balance sheet and fixed-price contracts provide attractive value.
FNArena's database has six Buy ratings. The consensus target is $0.36, suggesting 91.2% upside to the last share
price.
See also, Senex Energy Moves To Calm Investor Nerves on March 13, 2020.
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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Treasure Chest: Iress Perceived As Low Risk
FNArena's Treasure Chest reports on money making ideas from stockbrokers and other experts. Morgans
suggests financial markets software provider Iress is that the low end of the risk spectrum.
-Business at the lower end of the risk spectrum
-Only small revenue risk from deferrals
-Acquisition opportunities ahead
By Eva Brocklehurst
Morgans, applying caution, downgrades forecasts for Iress ((IRE)), assuming some slowing of the UK mortgage
system implementation and a deferral of the roll-out of new XPlan customers.
Nevertheless, the broker retains an Add rating with a $14.94 target because a very high proportion of recurring
revenue streams puts the company at the low end of the risk spectrum.
The company still assesses it is on track to meet guidance for segment profit growth of 3-8% in FY20 but has
withdrawn guidance in line with the recent ASX circular to listed entities. Still, Iress has not noticed any
deterioration since the pandemic broke out.

Iress offers exposure to global markets for financial market data and software and most of its revenue stems
from recurring licence fees. The main risk lies with service and implementation fees, a more volatile revenue
stream and also lower profit.
The company won a substantial number of new customers in 2019 and implementations are now largely
completed, so this revenue is not at risk. The broker also envisages little deferral risk for superannuation
administration software. Moreover, new XPlan customers in late 2019 did not pay a full year's fees. As these
are now fully implemented, there will be a full-year licence fee due in FY20.
Less than 10% of group revenue is non-recurring so some customers could defer implementations and Morgans
assumes some new mortgage software clients will choose to defer. The risk here is with three UK mortgage
lenders, which contracted the implementation of the Lender Connect mortgage sales & origination service
late in 2019.
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If all three deferred to the end of FY20, Morgans estimates a revenue impact of around -GBP2-3m. Regardless,
given the need for all mortgage lenders to become more efficient deferrals are likely to be temporary.
Meanwhile, the business is in an "exceptionally strong" financial position. Net debt is negligible and Morgans
suspects there may be some "nicely accretive" acquisition opportunities ahead. Most of the product
development costs are locked into annual budgets but there is room to trim some aspects. Discretionary
spending can also slow down significantly.
There are two Buy, one Hold (Credit Suisse) and one Sell (Macquarie) for Iress on FNArena's database. The
consensus target is $13.28, suggesting 26.7% upside to the last share price the dividend yield on FY20 and FY21
forecasts is 4.4% and 4.7% 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.
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Rudi's View: No Time For Over-Confidence
Dear time-poor reader: how much longer can this rally continue and what are the internal signals?
No Time For Over-Confidence
By Rudi Filapek-Vandyck, Editor FNArena
The share market is now divided, roughly, in two groups of investors.
Those who have been buying shares over the past three weeks are feeling like they have been very much
rewarded for it.
The other group has at least one eye fixated on the deteriorating situation on the ground in New York and
elsewhere in the US and cannot help but wondering whether the first group is living in the land of delusions or
what?
The latter group is supported by a large army of technical analysts and chartists and by scholars of history who
assure us all this is but normal pattern during a Grand Bear Market; first comes the savage sell-off, then
follows the strong rebound, but ultimately prices will end up trending lower.
If history repeats then rallying almost 900 points from a brief revisit near 4400 is that strong rally. But what if
this Bear Market doesn't play fully to the script?
It's not like someone high up in the Himalayas is reading from an age-old script and everybody on ground zero is
listening and obliged to follow the guidelines.
We never had central banks around the world, including the Federal Reserve and the RBA, going all-in to make
sure we will not relive the Great Depression.
We never had widespread government support programs of the current size and impact. Never.
And we might not have seen the end of fiscal initiatives either as all governments will be hell-bent on getting
their economies back up and running as quickly as possible once this year's pandemic and Great Global
Recession are dealt with.
Though, increasingly, it is starting to dawn on everyone, getting back up and running after moving into
lockdown won't be quick, smooth or easy.
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****
On Friday (Thursday US time), the Federal Reserve showed it knows a few things about how financial news and
markets operate.
The decision to expand the central bank's asset purchase program by including higher risk assets including high
yielding corporate credit and bonds from struggling US municipalities coincided with one of the darkest days
in the world's history as far as US unemployment is concerned.
That, of course, was not a coincidence. The Fed's announcement surprised many, and it deliberately took the
attention away from the sad news on the streets where more than 16 million jobs went missing in just three
weeks. Not even the Great Depression during the 1930s can match that.
US financial markets on the day told the tale: the Fed has now removed two major concerns for further
financial mayhem; local governments won't be cascading into defaults and bankruptcies, and the same applies
to many low quality, highly risky and vulnerable US companies whose public debt needs to be rolled over or
refinanced this year.
Many of those who have been watching with open jaws all of the Fed's moves since the US repo market stopped
operating in an orderly fashion in August last year are openly wondering where this will end? Will this ever
end? Can it?
****
This crisis has cut so deep into today's fragile global financial system that central bankers are giving up their
full independence and become more closely intertwined with the executive powers that rest with their
respective governments.
It happened first with the Bank of Japan. As the Federal Reserve's latest policy broadening required the
explicit approval of US Treasury, it is now also happening in the US. Speculation is already rife it won't be long
before the Federal Reserve starts buying US equities.
To continue the parallel with Japan: the Bank of Japan today owns more than 75% of all Japanese ETFs; it
owns trillions of Japanese government bonds equal to 100% of the country's GDP, approaching 50% of all
outstanding government bonds in the country.
The BoJ is now a major shareholder in nearly 50% of all Tokyo-listed companies, and the number one
shareholder in 23 Japanese companies. For all we know, the BoJ might already be the largest individual owner
of Japanese stocks. Hence the question asked is very apposite: will this ever end?
At the very least there are two obvious conclusions to be drawn from this year's events:
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1.) The problems are huge, complex and very, very serious
2.) Central bankers are determined to stay on top, and their actions and willingness to intervene have no
boundaries
There are limits as to how much central bank policies and interventions can achieve, of course. Japanese
equities have merely tracked sideways since late 2017, through highly volatile waves, and they still fell down in
a heap when the Global Bear Market arrived in February.
It is not inconceivable, in the short term, that the Fed removing two of the outstanding risks increases
confidence among investors overall, and more might feel encouraged to put more money into the share market.
Statistics improving regarding this year's global pandemic is a further positive.
****
I cannot help but suspect the real test for current optimism in global equities is still in front of us. Economies
move rather slowly. Economic data and indicators move even slower.
We have as yet not seen the full extent of this Global Recession that is unfolding right here, right now.
Equally important, while authorities are starting to focus on when and how to open up economies again, it
becomes increasingly obvious that in the absence of a cure or vaccine, the world cannot resume as per
pre-February lest the covid-19 virus simply makes a second-wave come-back, and societies might have to go
into full or partial reverse yet again.
Right now it feels like share markets are reflecting a lot of optimism. Investors who are buying are not
necessarily wrong, but neither are those watching from the sidelines, scratching their head.
There is still a lot of bad news coming towards us. Governments and central banks cannot perfectly time their
next compensating move on each and every occasion. It'll be interesting to see how markets behave in the
weeks ahead.
The US corporate results season will likely reveal some new insights too.
****
In Australia, I remain a proud owner of shares in CSL ((CSL)), as many among you are well aware. CSL has
become far more than the best performing large cap stock in this market.
As the current largest index constituent, and with its businesses largely unaffected by the pandemic and the
economic recession, I believe CSL has now become the market leader.
Its share price moves signal whether the trend still has sufficient oomph left to move a lot higher, or lower
under prior circumstance.
On Thursday, the CSL share price staged another surge higher to close at $329; a whisker away from the
February all-time record high of $340.
While this is very much testament to what a fantastic company this is, and the market appreciates it as such,
it also fits in with all of the above, and with my sensing that equities post the rally off the March bottom are
already reflecting a lot of optimism.
I also observed post writing my Rudi's View story published on Good Friday (see below) that many of the High
Quality stocks put forward by other experts have equally recovered swiftly from the Sell-Everything days in
February and early March.
More evidence that Quality gets punished less severely during the dark times, plus it recovers more quickly.
It might also indicate that, unless investors are willing to rotate out of these Quality stocks and into the more
vulnerable, beaten down cyclicals and lower quality stocks, this share market might find itself in somewhat of
a bind.
This looks even more so the case with an historic OPEC-plus-the-world voluntarily cutting production this
weekend, but sector analysts have already concluded it'll prove too little, too late.
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The world is running out of storage while supplying too much oil into global markets, a situation alleviated but
not remedied by the latest agreement.
I have not been a fan of owning oil & gas stocks, and I'll say it again: watch that oil price as it looks to have
built in too much optimism for the short term.
Another crash in the oil price would likely drag equity markets lower as well (if only because that's how
algorithms have been programmed).
The flip side is that once global demand recovers, and such agreements remain in place, the bounce in energy
markets shall be violent and fast (all else remaining equal).
****
Summarising all of the above, I remain of the view it's best not to be over-confident about either scenario.
Financial markets have a habit of surprising in the opposite direction of what the majority of market
participants is anticipating.
Maybe too many investors are waiting for this rally to deflate and re-test the March bottom? Only time will tell.
In the meantime, the All-Weather Model Portfolio has been able to limit losses, helped by a large cash
holding, exposure to gold and ownership of High Quality All-Weather Performers that have followed in CSL's
slipstream. The Portfolio has remained cautious, nibbling at existing positions throughout this market upswing.
The Portfolio's largest positions are (in order of magnitude) gold (through an ETF), CSL and NextDC ((NXT)).
One of the stocks that has my attention is Fisher & Paykel Healthcare ((FPH)), a New Zealand-originated
excellent performer that usually sits in the shadow of ResMed ((RMD)), which might explain why I never
included it in my selection of All-Weather Performers in the past.
Similar to what has happened to NextDC recently, High Quality outperformers that recovered much quicker
have recently suffered due to profit taking, which is excellent news for those among you who are still on the
look-out to add more of such names to your portfolio.
I have now added Fisher & Paykel Healthcare to my list of "potential All-Weather Performers", alongside Bapcor
((BAP)) and Iress (IRE)). That list in particular might need some additional inclusions, but I am not in a hurry.
No need to bet either way. This market can, and probably will, surprise us all. Make sure you don't have to
blame yourself in case markets go the other way than what you'd like them to do.
And stay safe.
ERRATUM
Last week I quoted Ord Minnett senior investment analyst Sze Chuah, but forgot to check her gender. Shame on
me. My sincere apologies to Sze. I can now truly say it won't happen again.
****
FNArena subscribers have access to a dedicated section on the website on my research into All-Weather
Performers.
See also my writings from the weeks past:
-Cheap Quality & Conviction Calls (Must read for everyone looking to upgrade his/her portfolio)
https://www.fnarena.com/index.php/2020/04/10/rudis-view-cheap-quality-conviction-calls/
-How Deep, How Long, How Far?
https://www.fnarena.com/index.php/2020/04/09/how-deep-how-long-how-far/
-Bear Market Observations
https://www.fnarena.com/index.php/2020/04/03/rudis-view-bear-market-observations/
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-How To Survive The 2020 Bear Market
https://www.fnarena.com/index.php/2020/04/02/how-to-survive-the-2020-bear-market/
-Global Recession Is Next
https://www.fnarena.com/index.php/2020/03/27/rudis-view-global-recession-is-next/
-Things To Watch, Expect, And Avoid
https://www.fnarena.com/index.php/2020/03/26/rudis-view-things-to-watch-expect-and-avoid/
-All-Weather Stocks & Cash
https://www.fnarena.com/index.php/2020/03/19/rudis-view-all-weather-stocks-cash/
-The Bear Market That Changes The World
https://www.fnarena.com/index.php/2020/03/17/rudis-view-the-bear-market-that-changes-the-world/
(This story was written on Monday 13th April, 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/index2.cfm?type=dsp_signup
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TERMS AND CONDITIONS OF USE, AND DISCLAIMERS
These Terms and Conditions of Use, and Disclaimers constitutes your agreement with FNArena Ltd
with respect to your use of its FNArena website, its weekday news periodical, Australian Broker Call,
as well as any other publications (including articles) FNArena may publish on its website, or
anywhere else, from time to time.
Please read the contents of this page carefully as it contains important legal information and
disclaimers. By entering and perusing the website, reading the Australian Broker Call, or, if you are
subscriber, by entering the password protected part of the website, you acknowledge that you have
read, understood and accept this agreement.
By accepting this agreement you acknowledge, understand and accept the following:
1. Reference to “FN Arena” and “FNArena” means reference to FNArena Ltd, its journalists,
directors, other employees, affiliates, agents, associates and subsidiaries.
2. FNArena Ltd is the owner of the FN Arena website and brand name.
3. Reference to “we” or “us” is reference to FNArena.
4. Reference to “this website” or the “FNArena website” means reference to www.fnarena.com, and
includes reference to FNArena’s weekday news periodical, Australian Broker Call, as well as any
other publications (including articles) FNArena may publish on this website, or anywhere else, from
time to time.
5. Reference to “news periodicals” means reference to FNArena’s weekday periodical, Australian
Broker Call, as well as any other periodicals FNArena may publish from time to time on this website,
or anywhere else, from time to time.
6. Reference to “publications” in this agreement means any material, including articles, published or
put in print on the FNArena website, or anywhere else, whatsoever, and includes FNArena’s
weekday periodical, Australian Broker Call, and any other periodicals FNArena may publish from
time to time.
7. Reference to a “visitor” means, you, a visitor to this website, and includes a subscriber to
Australian Broker Call as well as any other publications or periodicals FNArena may, from time to
time, publish through its website.
8. FNArena is a media company which employs financial journalists to report financial news.
FNArena’s journalists perform the required research and collect the information that is, ultimately,
each day, published on this website and in FNArena’s news periodicals. As is obvious, the process by
which the information is collected and delivered to you is a purely journalistic one and, therefore,
the comments, opinions and recommendations FNArena reports on this website are not the
opinions of FNArena or any of its journalist or other employees. FNArena is ONLY and specifically a

matter‐of‐fact reporter of industry signals suggesting price direction probability of some shares.
FNArena simply delivers the information – it does not create it.
9. Although FNArena obtains the information published herein from sources deemed to be reliable,
and given and received in good faith, it cannot and does not guarantee its accuracy. FNArena does
not take any responsibility either for the financial soundness or for the correctness of statement
made or opinion expressed in the data or content reported by FNArena, and cannot and does not
guarantee the reliability and accuracy of the opinions of the brokers whose opinions,
recommendations and forecasts it reports.
10. FNArena publishes this website, all publications and its periodicals strictly for convenient
personal, non‐commercial, educational and informational purposes of its subscribers only. Our goal
is to provide the subscribers with a convenient starting point of potentially useful, but not
comprehensive, content that can educate or otherwise enhance a visitor’s knowledge base and
frame of reference.
11. FNArena is NOT a stock broker or financial or trading advisor, nor is it an advisory service of any
kind, and no advice or recommendations on investments or trading are made nor implied on this
website. Nothing contained in this website is intended to be, nor shall it be construed as, advice or
recommendation. Any investment or other decisions made by you must be based solely on your own
evaluation of the targeted subject for investment, and your financial circumstances and investment
objectives, and FNArena will not be held liable for any such investments and decisions.
12. It is distinctly understood and accepted that the shares referred to in the FNArena website,
FNArena’s publications and/or periodicals have not been recommended by FNArena. The content
and or any comments found of this website, including the content and/or comments published in
any publication and/or periodicals published by FNArena, do not constitute a recommendation or
endorsement by FNArena with respect to any company, security, share or investment or any
financial or investment product.
13. This website makes no representations, and, to the extent allowed by the law, specifically
disclaims all warranties, express, implied or statutory, regarding the accuracy, timeliness,
completeness, merchantability or fitness for any particular purpose of any material contained in the
website.
14. Before making an investment decision, you must do your own research and rely on your own
examination of the share, and the risk involved, and not on what you read on the FNArena website,
or in any publication or periodical. The content of this website is provided strictly for convenient
personal, non‐commercial educational and informational purposes only and FNArena shall not be
held liable for any investment decisions, sales or purchase decisions, which you may have made
based on what you have read on this website or in the periodicals published by FNArena from time
to time, or in any other publications FNArena may publish on its website, or anywhere else, from
time to time. Anyone who makes investment decisions based on what they read on this website
does so at their own risk, and agrees that they cannot hold FNArena responsible and/or liable for
any loss whatsoever.

15. It is your responsibility to evaluate the completeness, accuracy and usefulness of any content
made available on this website. If you are unsure, or in doubt about the meaning of any information,
you should consult your financial advisor.
16. FNArena does not guarantee any returns on investments made in any share mentioned on this
website by the visitors. As any investor well knows, any investment opportunity, strategy or concept
involves a degree of risk and investors should not invest any funds unless they can afford to take the
risk of losing their investment. FNArena strongly suggests that you consult your own financial
advisors regarding the soundness of any intended investments, strategies or concepts, and discuss
with such advisor your individual investment needs and goals. You may also wish to consult the
broker who expressed the opinion we have reported on in the news periodicals we publish.
17. FNArena shall not be held liable to any visitor of the FN Arena website, or any reader of its
periodicals and/or publications, or anyone else who may have relied on this website, directly or
indirectly, for any inaccuracies in the printed material found on the FN Arena website, in the
periodicals and/or other publications, any typing errors, omissions, interruptions, timeliness,
completeness, deletions, defects, failure of performance, computer virus, communication line
failures, alterations of, or use of any content herein, regardless of cause, for any loss or damage
resulting therefrom.
18. Under no circumstances, including, but not limited to negligence, shall FNArena be liable for any
direct, indirect, incidental, special or consequential damages that result from the use of, or the
inability to use, the FNArena website, and any or the FNArena’s publications and/or periodicals.
19. As a condition of use of the FNArena Website, FNArena’s publications and periodicals, you agree
to indemnify FNArena and all those affiliated with it from and against any and all liabilities, expenses
(including legal costs) and damages arising out of claims resulting from your use of the FNArena
website, FNArena’s publications and periodicals. If you are uncertain about this agreement or the
contents of the FNArena’s website, or are dissatisfied in any shape or from, with the content of the
FNArena website, or any of the publications or periodicals, or you do not agree with these terms and
conditions, your sole and exclusive remedy is to discontinue using the FNArena website, FNArena’s
publications and periodicals.
20. FNArena may, from time to time, publish advice, opinions and statements of various third
parties, other than the ten stock brokers, and various other information and content providers.
FNArena does not represent or endorse the accuracy or reliability of any advice, opinion, statement
or other information provided by these third parties. Reliance upon any such opinion, advice,
statement, or other information is at your own risk.
21. The FNArena website may contain links and pointers to websites maintained by third parties.
FNArena does not operate or control in any respect any information, products or services on such
third‐party websites. Third party links are included solely for the convenience of visitors, and do not
constitute any endorsement by FNArena of any products or services provided by the third party link
owners or operators. FNArena has no control over any websites that we might link to and does not

take responsibility for their quality, content or suitability.
22. FNArena is not responsible for claims made by advertisers on the FN Arena website or in any of
its periodicals. Such advertisements are included solely for the convenience of visitors, and do not
constitute any endorsement by FNArena of any products or services advertised. FNArena does not
check the accuracy of the statements made by the advertisers. You assume sole responsibility for
the access and use of third party links and pointers from the FN Arena website, as well as any
purchases you may make from those third parties (including advertisers).
23. All the content, information and material made available on this website are provided to you “as
is” and without warranty of any kind from FNArena whether express or implied, including, but not
limited to, implied warranties of merchantability and fitness for a particular purpose, title, non‐
infringement, security or accuracy, nor does FNArena endorse or take any responsibility for the
accuracy or reliability of any opinion, advise or statement made through the FN Arena website, its
periodicals, or for making good all or part of any loss and/or damage that may have been caused by
the visitor’s reliance on any information, advise, product or service obtained from a linked website.
24. FNArena is not liable for any copyright infringements incurred by any outside content or
information contributors, or by third parties who have links to this website, or advertise on this
website.
25. FNArena reserves the right to make any and all changes to the FN Arena website, including the
publications and periodicals, at its sole discretion without notice to you. FNArena reserves the right
to deny access to this website or its information to anyone at any time.
26. This agreement shall be deemed to include all other notices, policies, disclaimers, and other
terms contained in the FNArena website, provided, however, that in the event of a conflict between
such other terms and the terms of this agreement, the terms of this agreement shall prevail.
27. FNArena shall have the right, at its discretion, to change, modify, add or remove terms of this
agreement at any time. Changes shall be effective immediately. Notification of any such changes
shall be made herein, therefore, you are strongly advised to read these terms each time you wish to
access the FN Arena website or any periodical.
28. No permission is granted to copy, distribute, modify, post or frame any text, graphics, video,
audio, software code, or viewer interface design or logos. The entire FNArena website, including the
publications and periodicals, is subject to copyright with all rights
reserved. The information contained in the website, including the publications and periodicals, shall
not be published, rewritten for broadcast or publication or redistributed in any medium, or for any
other reason whatsoever, without prior written permission from FNArena.
29. All original content is the copyrighted property of FNArena.
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