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INTERNATIONAL

Moving the Needle On Vaccine Market's
Systemic Issues
As the world prepares to re-open for international travel, countries need to find common ground on vaccine
passport approvals.
-Global vaccine market set to boom in value this decade
-Covid mRNA vaccines build hope for vaccines for other serious diseases
-Public health authorities to deal with vaccine confidence
By Ed Kennedy
The covid pandemic has elevated the subject of vaccines as a public health issue and redefined the vaccine
market, which is forecast to grow to roughly US$57bn in 2050, up from US$37bn in 2019.
The industry’s growth and progress over time have yielded great benefits, helping eradicate diseases like
smallpox (which last appeared in Australia in 1938) and nearly eradicating polio (which the country has been
free of since 2000).
The development of covid vaccines by using messenger ribonucleic acid (mRNA) technology offers new hope in
the quest to eradicate many serious diseases.
Yet the success of vaccine developers and the global market more widely will never be reliant on businesses
within the industry alone.
As the (mis)management of covid vaccination programs and border policies show, the great optimism
surrounding new vaccines now must also be tempered by the reality that public health authorities - though a
tough job they certainly have - will unfortunately undermine confidence in vaccines generally when decisive
and clear leadership is lacking.
The turbulent rollout of many national public vaccination programs, and the current policies surrounding
international travel for fully vaccinated individuals, are illustrative of this.
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mRNA is Marvellous but Covid programs Muddy the Waters
It is widely understood the pandemic has spurred demand for covid vaccines, and that this demand has
redefined the global vaccine landscape.
But in the post-pandemic era, history may come to show the greatest legacy of the covid pandemic was the
foundation it laid for mRNA vaccines of the future.
It’s held before the pandemic, no mRNA vaccine had been approved by a single country on Earth. Yet now with
covid, it’s well-placed to be at the forefront of a medical revolution.
While pharma companies have been researching mRNA for years (it was first being discovered in the early
1960s) the pandemic brought it into widespread global use, and there’s now the hope that the mRNA
technology could come to improve upon (and ultimately replace) pre-existing vaccines, while also being a key
driver in the development of new ones.
The reason for this is the greater speed and lower cost in which a mRNA vaccine can be devised and deployed.
MRNA vaccine candidates against the flu, malaria, Zika, Nipah, hepatitis, cancer and more, are in the works.
Even if just one of these comes into being and obtains global use, it’d be a revolutionary achievement.
But though the quest to develop new vaccines is entering a very promising era, the reality is - setting aside
outliers who are trafficking in clearly discredited fake news and myths - the upheaval and uncertain timelines
many nations have had surrounding their public vaccination programs could generate in any reasonable person
some frustration and concern surrounding the public authorities who administrate the rollout of vaccines.
The Grey and Illegal Markets for Covid Vaccines
When it comes to covid vaccines, some nations who’ve encountered vaccine shortages from their primary
source(s) have been able to make up the difference by sourcing them from elsewhere legitimately.
Yet just as the failure of many governments to secure vaccines from legitimate suppliers has been widely
publicised, the global market as a whole has also been awash with supplies of dubious origin, being offered for
sale by questionable vendors (with doubt often surrounding whether they’ve actually got the vaccines at all, or
are simply seeking a payment without a product).
A central factor of the grey market and its illegal counterpart is a simple case of supply and demand.
Where shortages persist, questionable activity will arise. It can do so in unexpected ways, and in surprising
locales.
For instance, although the European Union (EU) was held to be the largest producer of vaccines prior to the
pandemic, an underwhelming rollout of the covid vaccine program cause multiple member states to lose faith
4

pandemic, an underwhelming rollout of the covid vaccine program cause multiple member states to lose faith
in the joint purchasing strategy devised among the EU, sparking a frenzy of activity as nations sought to source
vaccines outside official channels.
Sourcing vaccines in the grey or illegal market may appear tempting for its ability to offer a quick fix, but the
nature of doing business with dubious suppliers, and worse the acquisition and use of any fake vaccines that
are circulating (such as the counterfeit Pfizer doses that the US company said was found in Poland and
believed to be an anti-wrinkle treatment!) is counter-productive.
Particularly given such stories are precisely what the voices fanning the flames of fear among those yet to be
vaccinated will seize upon.
Doing business with suppliers who will never actually supply the vaccines or provide fraudulent versions
would bring no benefit and does little to build confidence.
Unequal Opportunities With Vaccines Will Delay Individuals Getting Vaccinated
According to Gavi, the vaccine alliance, at time of writing there are 21 vaccines in use globally.
Although this is no small number - and incidentally Gavi also contends 194 other vaccines are in the pre-clinical
development stage - there can be different side effects on the cards with different vaccines, and it’s also held
some varying efficacy rates in the months following the jab.
Yet until now, the desire for access to a vaccination for most has primarily been driven by health concerns and
a desire to return to a (more) normal life.
That remains the key driver for the majority, but with the emergence of the vaccine passport across multiple
jurisdictions that entitles the fully vaccinated to access to extra venues and activities in comparison to the
unvaccinated, there’s a new incentive for those yet to get the jab to do so.
This said, it is now the international implications of the vaccine pertaining to passports that will loom large,
and can be expected to have a bearing on demand.
The dynamic between the US Food and Drug Administration (FDA) and the AstraZeneca and Sputnik V vaccines
is illustrative of this.
The Side Effects of the Vaccinated Traveller Requirement
The FDA is yet to approve AstraZeneca as a covid vaccine. Given the availability of Pfizer and Moderna in the
US, which have already received FDA approval, the status of AstraZeneca likely isn’t a source of great anguish
for most Americans.
But it has implications across the Atlantic.
While there is the expectation this particular vaccine will be added to the list of those approved (the final
authority surrounding which vaccines will be recognised for entrants to the US ultimately resting with the
Centre for Disease Control and Prevention) the absence of such an approval by the FDA would surely make
those needing to travel to the US nervous.
Russia’s Sputnik V has not been approved by the FDA (or the World Health Organization at time of writing).
Some Russians will contend there is politics at play, but for individuals who’ve been fully vaccinated with
Sputnik, entry into the US appears ruled out until further notice once new rules come into effect this
November.
For those still planning to be vaccinated, it can be expected that considerations surrounding which vaccine is
viewed favourably in their international destinations of choice will loom large.
For those who’ve had their first jab, they may form the view that doing a mix-and-match of different vaccines
is one way around this.
Not only have numerous health authorities advised against a mix-and-match approach, but some countries have
previously refused to deem a mixed-dose recipient as fully vaccinated, or do so but only with particular
vaccine combinations.
Some travellers have already pursued border crossings by doing quarantine or laundering their travel status by
spending time in another country between their primary destinations (Mexico was recently a popular port of
call for Britons looking to get into the US) but business and travellers as a whole will require far more
consistency and certainty in border arrangements before resuming international travel.
5

The Challenge in Finding Cures for Vaccine Market Woes
The vaccine market is on the cusp of an exciting new era.
But even if the rollout of a cure to other diseases may not come with quite the same urgency, the
management of vaccination requirements for international travellers leaves much to be desired.
In turn, the variables from one country to the next is not only problematic for travellers now, but is set to
drive grey and illegal market activity later.
Public health authorities need to learn from their failures in sourcing and delivering vaccines.
Just as vague (and changing) delivery dates for vaccines over the past year undermined business confidence
and the capacity for people to plan their future (or to simply hang on until their working life and access to
income resumes), the failure to provide clear and certain leadership for travel-entry requirements would be
another blunder.
It is in the interest of all nations that are intent on swiftly reopening borders to avoid this.
There’s no suggestion that finding a shared vision is as simple as flicking a switch, but if almost 140 countries
could find agreement in principle this month to set a global minimum corporate tax rate, finding common
ground on vaccines would surely be worthwhile to help restore confidence to businesses reliant on
international travel, and accordingly, to drive down activity in the grey and illegal vaccine markets which can
undermine vaccine uptake.
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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Wine & Dine Again On Menu For Treasury
Wine
As people once again enjoy wining and dining Treasury Wine expects earnings growth will ramp up across its
operating regions
-New operating structure should better reflect the brands
-Logistical challenges unlikely to be rectified soon
-Treasury Wine Americas has experienced above-market growth
By Eva Brocklehurst
The road ahead for Treasury Wine Estates ((TWE)) has improved, although not without obstacles. The
pandemic has affected the recovery in consumption of wine on premises across Australia and the US as well as
disrupted luxury sales in Asia.
Treasury Wine has reiterated medium-term growth targets, expecting a sustainable top line and high
single-digit earnings growth, yet provided no formal FY22 guidance. Premises have started to re-open globally
and serve wine but depletions growth has been slower, because of the greater concerns regarding the Delta
variant of coronavirus.
Sydney and Melbourne closed on-premises consumption for long periods, delaying execution of the company's
strategy outside of large retailers. Management believes, as restrictions ease across the premium/luxury
channels, earnings growth can be delivered. A resurgence of international travel should also support the
return of duty-free sales.
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While the company provided no quantitative guidance, Jarden cuts earnings forecasts by -4% to reflect
commentary regarding a slower pace to re-opening, while acknowledging this is more about timing than
execution. The broker's channel checks suggest customer engagement is favourable and re-opening will drive
margin accretion. Furthermore, supply/demand is the best it has been in recent years.
Morgans notes the company's new operating model, emphasising brand not region, is already showing value and
should achieve "demerger type" benefits without the additional costs, as well as allow the market to properly
value Penfolds.
Macquarie points out September 2020 was an unusual month for volumes, because of the impact of Chinese
restrictions, emphasising the commentary on Asian volumes, with a depletion rate of -19%, included to the end
of August, not September.
While encouraged by comparable depletions in August 2021, the broker notes the prior August was a soft
period. Depletion growth, as reported by Treasury Wine, is a measure of underlying demand, and Asian
inventory was described as "healthy".
Credit Suisse assumes this means the company is on the way to increasing demand for Penfolds beyond China
and establishing a wider Asian base. Morgans agrees the depletion rate is a strong outcome as many parts of
Asia were severely affected by the pandemic.
Asian Logistics
The company has cited widespread logistics challenges, and Macquarie does not believe the issue will be
resolved in the short term, although notes logistics costs are less than 10% of the total costs for the group.
Credit Suisse re-assesses the Asian earnings base and notes the logistics challenges relating to international
freight, with management indicating this would become more pronounced.
In the second half, the company reinvigorated its Asian business and this required shipments and revenue to fill
the distribution chain. In re-considering the impact of logistics, Credit Suisse reduces earnings estimates for
8

FY22 from Asia, also noting the company has guided for an expected -$5m loss from business in China.
Supply chain optimisation is well advanced and Morgans expects cost savings of at least $75m should be
delivered from FY23 onwards. Costs per case are expected to remain elevated in FY22, the broker cautions,
albeit no worse than FY21. The company expects to sustain an earnings (EBITS) margin of 25% and recover
ROCE (return on capital employed) to pre-pandemic levels in 2025.
Macquarie remains cautious for the short term, because of higher costs and a bumper crop that may limit the
ability to improve short-term pricing and margins in non-Penfolds brands. There is also the continuing
uncertainty around the sustainability of re-allocated volumes from China.
Australia/US
Macquarie was surprised at how well Australian wine prices held up, as volumes increased and there was the
loss of the Chinese export market. The recovery in the US was slower than the broker expected. Further asset
sales in the commercial portfolio are taken into consideration, in line with company guidance. The company
intends to divest its remaining non-priority brands in the US.
Credit Suisse is confident retail demand in Australia will remain strong enough to offset any further restrictions
on premises. The broker tempers expectations for North America as well because of the slower recovery in
cellar door and on-premises consumption.
UBS is still positive about the broader leverage to re-opening for the stock, noting Treasury Americas, with a
focus on luxury/premium, has experienced above-market growth. On a retail and e-commerce front, growth
rates are lower but the broker finds it difficult to make comparisons because of changes in customer behaviour
in the prior comparable period.
Meanwhile, Penfolds, led by Asia outside of China, is growing distribution and accessing new customers. The
2021 Penfolds release in Australia is also performing well with UBS noting pricing is stable across brands.
Treasury Wine has also stated it is committed to China for the long-term and continues to invest. Minimal
earnings from China is expected in FY22 but the company intends to self Penfolds at higher, tariff-inclusive
prices, as there is still demand for the product.
The Californian Collection is also selling into China and the company will resume selling Rawson's Retreat in
China, sourcing South African grapes to avoid the high tariff. In FY23 Treasury Wine will begin selling its
French origin wine in China, and in future may also look to manufacture wine in China.
Jarden, not one of the seven stockbrokers monitored daily on the FNArena database, has a $10.80 target and
upgrades to Neutral from Underweight. The database has two Buy ratings and five Hold. The consensus target
is $12.34, suggesting 6% upside to the last share price.
See also, A New Strategy For Treasury Wine Estates on June 9, 2021.
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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Has The Market Over-Reacted To Pendal
Group?
In what could be classed as an overreaction Pendal Group disappointed the market, as outflows from the latest
acquisition dominated the headlines
-Reversal of JO Hambro flows and outflow for TSW dominated the September quarter
-Yet outflows were mainly about institutional flows which are lumpy
-Sector also needs to absorb a large amount of liquidity
By Eva Brocklehurst
Concerns about outflows dominated the reaction to Pendal Group's ((PDL)) fourth quarter report. The company
attributes the outflows to re-balancing by clients and brokers assess the reaction was overdone.
Ord Minnett points out the reaction was significant, pushing the stock back towards its May price when equity
was raised and the acquisition of Thompson Siegel and Walmsley was announced.
While disappointed Pendal Group reverted to outflows after a reasonable performance in the second and third
quarters, Morgans emphasises the earnings impact is relatively minor and the slump in the share price was
overdone.

The disappointment in the headline came from two areas, a reversal of what the broker described as
"reasonable" results for JO Hambro in the prior quarters and an outflow for TSW in the first quarter of
ownership.
TSW fills the gap in product that existed for the company in its international/US business which is expected to
reduce the volatility in its performance, yet recorded -$600m in outflows in the quarter.
10

The economic impact of the outflow is overstated, Ord Minnett asserts, being offset by currency benefits to
the tune of $3bn. The broker suspects, after several quarters of positive flows and in view of almost four years
previously of consistent outflows, the market was daring to hope the outlook had improved.
At the time of the acquisition Pendal Group guided to TSW providing double-digit accretive earnings on a
full-year basis. Regardless, the broker acknowledges the turning point in the outlook may now be further
afield.
Total outflows of -$2.3bn were offset by positive market movements and FX, Credit Suisse agrees, and the
volume of outflow, while unexpected, is not likely to persist. The overreaction is also evidenced by the fact
outflows were skewed to institutional flows that amounted to -$2.8bn and countered by $500m worth of retail
inflow.
The broker points out institutional flows tend to be more lumpy and largely lower-margin while the inflows
from retail are higher-margin. Hence, the quarterly outcome should not be extrapolated.
Given the concentration of "sub- advised" funds, making independent allocation decisions, Morgans expects
swings like this will be reasonably common. The broker also remains mindful the client concentration is high at
TSW, as 28% of revenue is with one sub-advised client. Morgans accepts growth is excessively reliant on market
direction for the short term yet still believes there is value.
Moreover, Ord Minnett points out a substantial amount of liquidity in the sector needs to be absorbed,
namely the sell-down of Platinum Asset Management ((PTM)) and the upcoming IPO of GQG Partners (GQG).
Australian outflows were -$1.0bn in the quarter while in the UK/Europe/Asia category outflows were -$900m,
with the company flagging the loss of a UK dynamic mandate. In the US there was $300m of inflows.
The report may have had a negative tone yet Morgan Stanley concludes the growth options are intact. Jarden
agrees the fundamentals are unchanged, as revenue/cost synergies from the acquisition are yet to be realised,
and there is performance fee potential with most of the funds close to high watermarks.
Pendal Group reported September quarter funds under management (FUM) of $139.2bn, up 30.5% quarter on
quarter largely because of the inclusion of TSW. Excluding the TSW business the fourth quarter FUM was down
marginally.
Jarden, not one of the seven stockbrokers monitored daily on the FNArena database, has a Buy rating with a
$9.10 target. The database has five Buy ratings and one Hold (Citi, yet to comment on the update). The
consensus target is $8.35, suggesting 19.8% upside to the last share price. The dividend yield on FY21 and FY22
forecasts is 5.8% and 6.6%, respectively.
See also, Pendal's Transformational Shift Into Value on May 11, 2021.
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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Zip Co's Slowing Growth Divides
Zip Co endured a seasonally weak first quarter and, despite robust growth rates, not all brokers are forgiving
-Material rise in marketing expenditure required to drive customer growth and transaction value
-Can Zip Co maintain growth rates amid increasing competition?
-Initiatives planned for the lead up to Christmas considered catalysts
By Eva Brocklehurst
Zip Co ((Z1P)) endured a seasonally weak first quarter, and not all brokers are forgiving. The BNPL (buy now
pay later) business has experienced stellar growth in the US and now the trend rate appears to be softening.
In absolute terms, new customer additions in the US have been trending lower since a seasonal peak in the
second quarter of FY21, Macquarie asserts. Now the company's re-branding is complete the next quarter will be
critical and the broker will be keenly watching for a reversal of softening trends.
Furthermore, a material increase in marketing expenditure is envisaged, in order to drive market customer
growth and transaction value. Citi agrees the second quarter is seasonally more important, yet expects an
increase in marketing activity will support customer acquisition.

The update, overall, was in line with expectations, though this includes an increase in arrears in Australasia
and, while net bad debts increased to 2.44% in Australasia, the company has not commented on bad debts in
the US, which Ord Minnett points out is a standard practice.
Still, with customer additions slowing for the third consecutive quarter the main concern for both Ord Minnett
and Citi is whether the company can maintain its growth rate in the US amid increasing competition.
Morgans found first quarter revenue growth “reasonable” while acknowledging the sales growth trajectory
12

needs to improve meaningfully, given consensus revenue forecasts for FY22 of $689m imply growth of over
71%. Yet, Morgans can envisage longer term upside if the company continues to execute on its ambitions.
Meanwhile, the impact from Tap & Zip appears to have stabilised in Australasia and recently announced fee
changes are expected to support yields from November 30, although Macquarie suspects there will be an
offsetting impact from slower customer growth and increased repayment rates.
The main risk to the upside comes from partnerships and acquisitions, or a turnaround during the second
quarter, the broker adds. In contrast, revenue and total transaction value (TTV) beat Ord Minnett's forecasts in
the US while Australasia was only slightly lower than expected. The broker expects a significant increase in
customer numbers and TTV heading into the end of the year.
The UK business is immature, with its TTV at around 2% of the US business and US numbers were the highlight
of the update, with total customers reaching 5m, and TTV growing 6% quarter on quarter or 204% compared
with the prior comparable period.
Ord Minnett believes the fee margin of more than 7% is an indication that the US business is well-positioned
to take advantage of the upcoming shopping season.
In absolute terms, growth may be strong but operating costs were not disclosed and UBS, therefore, remains
more negative about the outlook, highlighting the average number of transactions per customer fell in the US
to just 1.06 for the quarter.
This is the second time where US growth has missed expectations and UBS is concerned about the risk a tail
of inactive customers could fall from the base over the next 1-3 quarters, resulting in lower absolute
growth.
The broker explains the definition of an active customer is one that has undertaken a transaction at least once
in a 12-month period. In Australasia TTV was up 42% although behind expectations, and average
transaction volumes were slightly below that observed in June.
Shaw and Partners has no complaints, pointing out that Zip Co is now generating more than 52% of revenue
from international markets and the company remains a global leader. Zip Co is outperforming on the
international scene when considering the rebranding effort and increased competition.
The first quarter was tough, the broker admits, for those who own BNPL, as significant consolidation of larger
players, a seasonally weak period and rebranding in the US served as dampers.
Yet the launch of several significant initiatives, including physical cards, and the expected boost to second
quarter volumes should provide a catalyst. The instalment payment technology has now been integrated in the
Microsoft Edge browsers and there are also large merchants to be signed up before Christmas along with
completion of global acquisitions in Europe and the Middle East.
Shaw has hopes of a “big” quarter, noting the company is building out its geography, origination and product
offering globally and leads on customer engagement. The broker also believes the stock is trading well below
intrinsic value in a rapidly consolidating market and, not one of the seven stockbrokers monitored daily on the
FNArena database, has a $16.10 target and Buy rating.
The database has two Buy ratings, one Hold (Citi) and two Sell. The consensus target is $7.31, signalling 5.5%
upside to the last share price. Targets range from $5.40 (UBS) to $9.50 (Ord Minnett).
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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Aristocrat Leisure Gambles On Playtech
Aristocrat Leisure has seized the moment, launching a takeover of Playtech to quickly expand its presence in
the iGaming market
-Aristocrat Leisure seizes on Playtech's languishing share price
-Acquisition fills a gap in iGaming, providing established technology
-Substantial addressable market for global online real money gambling
By Eva Brocklehurst
Amid a plethora of takeover actions Aristocrat Leisure ((ALL)) has joined the party, making a $5bn cash offer
for the UK's Playtech that provides a platform to enter the global real money gambling (RMG) market.
Playtech will provide scale and capacity in a fast-growing space and Morgans believes timing is critical, as
changes are happening fast in the US online RMG industry.
The acquisition will provide all the technology and B2B relationships that would have taken Aristocrat
Leisure years to achieve. Morgans does not believe the deal is completely without its less attractive aspects,
in that retail sports betting was unlikely to be an addition sought by Aristocrat Leisure.
Still, this is a sizeable business and, factoring in a premium for the acquisition, the broker reiterates an Add
rating, believing this is the kind of stock to own over the long-term.

Credit Suisse believes that over 70% of the North American iGaming market share will be taken by the top 3-4
operators which have either internal systems or partners at the ready. In the broker's calculations, under
Aristocrat Leisure ownership, Playtech could generate around $650m in operating earnings (EBITDA) in FY24.
Moreover, the acquisition fills a gap in iGaming for Aristocrat Leisure.
The broker assesses, prior to the bid, the market had not been valuing the US option for Playtech very highly
14

as the stock was trading on around 7x forward enterprise value/EBITDA.
There are significant execution risks such that Credit Suisse finds no reason to change its target on Aristocrat
Leisure until the business plan for Playtech is fleshed out. Ord Minnett agrees the platform will provide a
strong base for earnings growth across Aristocrat Leisure's franchise titles adding both content and platform
fees.
Macquarie considers the acquisition will transform the company as there is little business overlap and the
upside potential is large, perhaps as much as $6/share on a bull case. The opportunity consists of monetising
Aristocrat Leisure's content and launching a compelling offering in North America with Playtech's proven
technology.
The offer is via cash, debt and a rights issue. Playtech's board has unanimously recommended the offer which
has an implied acquisition multiple of 11.4x EBITDA. Ord Minnett considers this multiple reasonable compared
with peers and history, justified by the focus on growing the platform in the US and leveraging in-house
product.
B2B/B2C
Morgans notes Playtech earned half of its operating earnings from B2B (business-to-business) in FY20 and half
from B2C (business-to-consumer). The broker explains that B2B provides a technology to gambling operators
mainly through a revenue share model. The company has around seventeen licensees in over 30 regulated
markets.
Meanwhile B2C operates directly as online gambling, the operation of gambling machines and retail betting
venues. The latter was affected by shutdowns over FY21 and group EBITDA felt -32% while the share price
languished. As a result, the broker suspects this gave Aristocrat Leisure the impetus to act.
North America
Playtech is yet to expand its presence in North America so the acquisition should be highly complementary. In
this way, Macquarie finds the outlook compelling and upgrades to Outperform although notes there are
regulatory risks for RMG, and there could be a post-pandemic slowing in the core business of land-based gaming
and digital.
The total addressable market for global online RMG was around US$70bn in 2020, largely consisting of iGaming
such as casino, poker, bingo and online sports betting. The market is expected to grow 13% compound to 2025
as customer adoption increases and more jurisdictions legalise RMG, particularly in the US.
Macquarie calculates the North American RMG market has potential to reach US$25-30bn by 2030. Aristocrat
Leisure has guided to mid to high single-digit earnings accretion in FY23, the first full year of ownership. If the
acquisition proceeds Aristocrat Leisure will need to undergo a jurisdiction review and may exit certain
jurisdictions that do not meet its risk and compliance profile..
Morgans concludes that the real attraction is not earnings accretion over the short term but obtaining scale
in a market segment that is forecast to grow at double-digit rates over the next five years.
Playtech
Playtech is headquartered in London and listed on the London Stock Exchange. The company operates across
24 countries and has a track record of innovative software. The two key business divisions obtain revenue
largely within Europe, Asia and the Middle East. Macquarie notes Italy is one of the largest online RMG regions
in Europe and RMG represents over 25% of the country's total gambling revenue.
The B2B gambling technology and content provided to the online and land-based industry delivered 45% of 2020
revenue. Revenue is largely skewed to casino, which Macquarie points out compliments Aristocrat Leisure's
market-leading slot products.
Credit Suisse is also enthusiastic about the Playtech prospects in Latin America, perhaps even more so than
North America. Operations in Latin America, driven by Mexico, are close to achieving the medium-term
revenue target of EUR100m.
The broker believes Brazil could add a similar amount over the next five years, being a population of 220m and
with potentially 1m illegal slot machines and a passion for sport. Brazil is expected to regulate sports betting in
late 2021 or early 2022.
The database has six Buy ratings and one Hold (Morgan Stanley) for Aristocrat Leisure. The consensus target is
$48.34, signalling 5.6% upside to the last share price. Targets range from $41.00 (Morgan Stanley, yet to
comment on the update) to $52.90 (Morgans).
15
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Bapcor On The Road Again
Bapcor is expected to be a strong recovery story once lockdowns are fully lifted in NSW and Victoria and the
population can go driving again.
-Main risk to Bapcor's outlook is more lockdowns or softening of demand for car servicing
-Margin recovery expected through supply chain efficiencies
-International and company's private-label expansion should provide further upside
By Eva Brocklehurst
Bapcor ((BAP)) has a highly defensible business with potential to grow and improve margins. Brokers have made
this assessment, following a "soft" first quarter update, but after allowing for the significant impact of
lockdowns in NSW and Victoria.
The company re-confirmed FY22 guidance at its AGM and is confident there should be no further significant
lockdowns in the second half. The first half is expected to be softer, nevertheless.

Morgans expects the first half result will be materially below the prior corresponding at around -15%, stemming
from higher overheads, duplication costs and material operating de-leverage in the first quarter.
Still, the broker looks past this and believes improving conditions and efficiencies will come to the company's
aid, along with longer-term geographic expansion and acquisitions.
The first half is still tracking ahead of Macquarie's expectations, as an even greater impact from the lockdowns
in NSW/Victoria was expected. Around 70% of the store network was affected by lockdowns while those areas
that avoided lockdowns performed ahead of expectations.
Across the business, trade revenue was up 2%, retail/Autobahn revenue down -12% and specialist wholesale
revenue up 7%. Given the significant disruption caused by lockdowns, the main risk to the broker's view is…
more lockdowns, and any softening of demand in the vehicle aftermarket.
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more lockdowns, and any softening of demand in the vehicle aftermarket.
Citi forecasts trade and specialist wholesale sales to accelerate to growth of 11% and 9%, respectively, over
the second quarter as demand for servicing increases and consumers take more domestic holidays.
First quarter revenue was flat yet a recovery was evident after July revenue was down -5%. The highlight
were trade sales, while wholesale was also robust. This offset weaker NZ and retail sales growth.
This week's trading update was slightly ahead of Ord Minnett's expectations and further improvement is
expected to come with the re-opening of NSW and Victoria. The broker notes a strong ongoing demand for the
core Burson business and margins should improve through higher private-label sales.
Bapcor expects gross margins in trade and retail, which were down -50 basis points on FY21, will revert as
lockdowns are lifted . UBS concurs, given there was limited promotional activity and price increases to offset
cost inflation.
Citi also notes margin headwinds are occurring amid duplication of costs associated with the transition to the
Victorian distribution centre. Nevertheless, over the medium term margin expansion can occur through supply
chain efficiencies.
Expansion
UBS expects growth to accelerated as the five-year expansion strategy unfolds. There should be pent-up
demand, particularly for mechanical services as more private vehicles take to the road and the average age of
the fleet rises.
The broker points out petrol and motor vehicle service expenditure intentions over the next twelve months are
among the most elevated categories in its recent Australian consumer survey, although the broker
acknowledges there may be some uncertainty around the sustainability of automotive equipment sales.
Morgan Stanley agrees Bapcor has a buoyant outlook, given a robust used car market, the preference for
private against public transport and emphasis on domestic holidays. There is also upside to come from the
company's distribution centre consolidation and private-label expansion.
Rolling out stores, private-label penetration and international expansion are highlights for Citi too. New car
supply issues are also resulting in consumers holding onto their current cars for longer.
Morgans remains cautious but acknowledges the resilience of the business and the potential that exists once
operating conditions normalise. Sufficient upside has emerged for the broker to upgrade to Add.
There are seven Buy ratings on FNArena's database for Bapcor. The consensus target is $8.91, which suggests
9.8% 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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Socialising Enlivens Endeavour Group
As lockdowns in NSW/Victoria ease, alcohol consumption in hotels returns to the fore for Endeavour Group
-Retail and online alcohol sales remain buoyant
-Yet may be eclipsed by a return to social gathering in pubs
-Endeavour Group outlook dependent on the consumer transition over festive season
By Eva Brocklehurst
One opportunity diminishes and another emerges for Endeavour Group ((EDV)), as the focus returns to its hotel
business now lockdowns are easing. The bumper retail sales of alcohol, spurred by at-home consumption, are
likely to step back a notch. Instead, socialising on licensed premises should feature, particularly over the
festive season.
Still, some travel restrictions are likely to continue, supporting retail expenditure. Credit Suisse suspects costs
will be higher than normal for hotel management amid the quarantining of staff and the checking of vaccine
status of patrons.

The broker increases retail liquor sales revenue estimates by 3% for the second quarter while reducing hotels
revenue forecasts by -5%. Comparatively, Endeavour Group's retail sales declined -20 basis points compared
with the industry at -80 basis points in the first quarter.
On a two-year basis the company's retail sales are up 21% compared with the industry at 32%. Credit Suisse
concludes the company's market share is broadly neutral and independents have held the share gained in 2021.
Pressures on the supply chain and the availability of labour are also affecting the company's network, Morgans
notes, with access to imported drinks in particular being limited.
In contrast, online sales have been buoyed by the shift to at-home consumption with penetration at record
levels. Macquarie points out, while a portion of this growth can be attributable to the restriction of
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levels. Macquarie points out, while a portion of this growth can be attributable to the restriction of
on-premises drinking, the fact remains that online penetration also grew in states where lockdowns were not a
hindrance.
Venues
State governments enforced the closure of venues, including 40% of the company's venues and nearly 60% of
gaming machines in Victoria/NSW. It appears to the broker, in those regions where there has been minimal
restrictions on gathering, hotels are either in line or slightly ahead of pre-pandemic levels.
As restrictions are somewhat more onerous in Victoria the company has signalled it will be probably not be
profitable to re-open all hotels under current regulations . Moreover, Morgans warns that while venues in
NSW have experienced a strong rebound in gambling, bar & food activity following the recent relaxation of
rules, it remains early days.
Refurbishments should also support an expected rebound in on-premises trading in the second quarter and
Macquarie suggests retail expenditure, which was heightened during the lockdowns, may diminish over the
festive season as socialising increasingly returns to licensed premises.
The company continues to expand the digital order & pay technology across its network and there is a
potential for growth if further investment can be made in hotels, the broker adds. Endeavour Group has
acquired two more hotels, the Terry Hills Tavern and the Manly Hotel, although Credit Suisse suspects high
expectations from sellers are likely to limit more acquisitions.
Outlook
As a stock pick, Macquarie believes supermarkets are superior businesses to alcohol retailers and maintains a
preference for Coles ((COL)) while, despite the potential moderation in at-home consumption, Morgans
believes the stock provides good leverage to the re-opening of the NSW/Victorian economies.
Like-for-like sales fell -1.2% in the first quarter and the broker believes this was a strong result given the
cycling of 20.1% growth in the prior comparable period. Morgans acknowledges forecasting is made more
difficult by the fact demand for the company's services will heavily depend on consumer spending decisions in
the transition to a more environment.
FNArena's database has two Hold and one Sell (Credit Suisse). The consensus target is $6.78, signalling 0.6%
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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Material Matters: Coal & Iron Ore Miners
A glance through the latest expert views and predictions about commodities: coal and iron ore miners
-Macquarie retains a positive view on coal miners as China attempts to restrict pricing
-Iron ore miner supply discipline underpinning the iron ore price
-Are Rio Tinto and Fortescue Metals oversold?
By Eva Brocklehurst
Coal Miners
Recently, thermal coal mining equities have rallied on what Macquarie believes is an increase in demand
outside of China. Moreover, exports to China from Mongolia have reduced because of pandemic restrictions in
the former.
China is now paying a premium for coal from the Americas (as its ban on Australian imports continues) and
lower investment in coal globally has occurred as access to capital becomes more difficult. Low stockpiles in
China have exacerbated the issue.
Macquarie strategists note reports stating China has started studying intervention measures in the coal market
to restrict prices. The reported port price cap is RMB1,800/t or US$275/t, still well below current spot prices.

China has also attempted to boost domestic production to meet its supply deficit. As a result of this
background, Macquarie maintains a positive view on coal miners which have free cash flow yields of more than
20% on its forecasts.
The broker expects a pullback in equities will occur as the benchmark price decreases, although there is still
material upside to cash flow, earnings and valuation at US$150/t, -30% below current spot prices.
At US$150/t the broker's earnings forecasts for New Hope Coal ((NHC)) decrease by -10% in FY22 and increase
by 100% and 650% in FY23 in FY24, respectively. For Whitehaven Coal ((WHC)) forecasts decrease by -15% in
FY22 and increase by 155% and 900% for FY23 in FY24, respectively.
Coronado Global Resources ((CRN)) has only modest leverage to thermal coal and, at US$150/t earnings
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forecasts decline -5% for 2021 and increase 15% and 30% for 2022 and 2023, respectively.
Iron Ore Miners
Morgan Stanley observes supply discipline is supporting the iron ore price. The industry appears to have
responded this way to China's deceleration of steel production in order to restrain a slide in the iron ore price.
This is most notable for Vale, for which sales have lagged its seasonally robust production numbers by -13mt.
Depending on market conditions, the company has indicated it will continue to withhold lower-margin products
from the market.
BHP Group ((BHP)) also had a relatively weak September quarter, as shipments were down -3% year-on-year,
although the company pointed to major maintenance activities.
Meanwhile, Rio Tinto ((RIO)) has trimmed its 2021 shipment guidance. So, while strong steel margins in China
have supported the iron ore price, the major companies' "value over volume" is also contributing to price
strength.
In terms of product premiums, as steel mills continue to prefer higher quality the mix remains under pressure.
The share of low-grade in Rio Tinto's product mix is rising and is now at 11% compared with 3% a year ago,
Morgan Stanley assesses.
Both BHP and Rio have reiterated their production potential over the medium to longer term which the broker
interprets as a defensive signal to prevent any new entrants from coming to the market.
While BHP has received a port licence to increase output to 330mtpa and will start debottlenecking, Morgan
Stanley does not consider the ramp-up will be quick. Rio has also indicated that medium-term Pilbara capacity
is 345-360mtpa which can be achieved after the new replacement mines are developed.
Morgan Stanley projects Rio will produce 350mt by 2024, contributing to meaningful surpluses in a market that
will be ex growth by then.
As Chinese steel demand has eased, JPMorgan has downgraded iron ore price forecasts for 2021-23 by up to
-16%. In the case of Rio, including the latest forward curves for base metals will help to offset some of the
downgrade to iron ore.
Rio is also net cash and has dividend yields of over 10% assuming an 80% pay-out and the broker believes
investors will be well rewarded owning the stock, particularly once sentiment on China's growth improves,
which could occur after the Winter Olympics in February 2022.
While still envisaging the iron ore price has more downside to its trajectory, JPMorgan considers Rio and
Fortescue Metals ((FMG)) oversold and recommends investors add positions on any weakness.
There may be near-term earnings pressure on Fortescue but the broker finds significant valuation support.
There is uncertainty around the expenditure on Fortescue Future Industries as well as Iron Bridge and the
widening of low-great discounts, but the broker believes the sell-off in the shares has more than accounted for
this.
JPMorgan downgrades the valuation of Fortescue and Mineral Resources ((MIN)) by -7% and -9%, respectively.
For Mineral Resources the outlook is more challenging, the broker acknowledges, as existing iron ore
operations appear marginal in a lower price environment.
Find out why FNArena subscribers like the service so much: "Your Feedback (Thank You)" - Warning this story
contains unashamedly positive feedback on the service provided.
FNArena is proud about its track record and past achievements: Ten Years On
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ESG Focus: Diversity Proves More Profitable
ESG Focus: Diversity Proves More Profitable
While Australia manages to remain middle of the pack on gender representation in the workplace, it is JP
Morgan’s view that a commitment to female representation would be financially beneficial to companies.
- Australia is largely on track with global peers when it comes to gender diversity
- Female representation in leadership roles correlates with how companies address diversity, inclusion and
gender pay gaps
- Companies with female CFOs are more profitable and have superior stock price performance than peers
By Danielle Austin
According to S&P Global, investors are increasingly using a company’s gender diversity and equity as a
guide to how that company may respond to environmental, social and governance (ESG) risk and opportunity.
Like many ESG issues, companies are facing growing pressure from customers and shareholders to improve
gender representation in leadership roles, female participation in the workforce, and reporting standards
around diversity and equity.
There are proven financial benefits for those companies who do embrace gender diversity in the workplace.
S&P Global recently found that generally companies with female chief financial officers (CFO) continue to be
more profitable and report better share price performance than peers.
The same study found that women were the most under-utilised resource that could be tapped by companies
to encourage market valuation increases, demonstrating a clear financial advantage for companies who value
gender diversity.
In 2017, the Australian government estimated that an additional 6% of women in the workforce would be
economically accretive to the tune of $25bn, or an approximate 1% increase to the nation’s gross domestic
product.
While JP Morgan describes female participation in the workplace in Australia as above average, there remains
a global shortfall in female representation.
Overall female representation in the Australian workplace is fairly balanced at roughly 47%.
However, Australia’s female participation in the workplace is 68%, well short of the reported 78% male
participation.
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Where to find top performers in Australia
Overall, JP Morgan reports that Australia’s gender diversity performance in the workplace is largely
middle-of-the-pack when compared with other members of the Organisation for Economic Cooperation and
Development (OECD).
Looking closer at Australia’s biggest large cap stocks, trends vary widely.
Within the ASX200, female participation is about 39%, but exclusively considering the ASX 50 female
participation of 42% makes it a global stand-out for gender equity.
The mid-cap 50, at only 35%, is failing to perform to global standards.
On a sector-by-sector analysis, women continue to be over-represented in Healthcare, Education and Retail,
while Construction, Mining, Transport and Manufacturing remain heavily male-dominated.
In the past decade, the biggest contributors to increases in female employment have been the Healthcare,
Professional and Education sectors.
Missing the mark on parental leave
It is JP Morgan’s view that Australia’s parental leave policies continue to be a key driver of gender disparity in
the Australian workplace.
While data shows female participation rates in the workplace are lower than male participation rates from the
age of 20, the largest disparity gap occurs between the ages of 30 and 39 and is highly correlated to the age
when women in Australia are most likely to be accessing maternity leave.
JP Morgan suggests that more equitable parental leave policies, including paid parental leave available to all
parents, could improve staff retention.
Sweden, the first nation to offer an equitable parental leave policy, offers each parent 90 days of leave, and
experienced huge jumps in female workforce participation rates after implementing the policy.
By comparison, Australia offers the primary caregiver access to 18 weeks leave at minimum wage, a policy that
costs just $2.4bn annually. Only 0.4% of Australian parents accessing government leave schemes are men.
Many companies also offer additional paid leave to new parents, but there is little consistency between sectors.
While on average employers offer an additional 10.9 weeks of paid parental leave, more than 70% of companies
in Retail Trade, Accommodation and Food, and Administrative and Support Services offer no paid leave to
employees.
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With a clear financial benefit both to individual companies and to the economy to have equitable gender
representation and more females in leadership, it would appear that commitment to improved parental leave
policies and support for parents returning to the workplace should be a priority for more companies.
Find out why FNArena subscribers like the service so much: "Your Feedback (Thank You)" - Warning this story
contains unashamedly positive feedback on the service provided.
FNArena is proud about its track record and past achievements: Ten Years On
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ESG Focus: Linked Finance The Next Big Thing
- Part 6
FNArena's dedicated ESG Focus news section zooms in on matters Environmental, Social & Governance
(ESG) that are increasingly guiding investors preferences and decisions globally. For more news updates,
past and future:
https://www.fnarena.com/index.php/financial-news/daily-financial-news/category/esg-focus/
ESG Focus: The Next Big Thing Part 5
Sustainability-linked loans are about to flood the world in a bid to ensure all those who don’t qualify for other
forms of sustainable finance are drawn into the transition: big, medium and small companies; not-for-profits;
SMEs; and mums and dads – every man and his dog.
-Statistics for green loans and sustainability-linked loans (SLLs)
-Recap on SLL basics and principles
-Mandatory verification upends the once private relationship-driven loan market
By Sarah Mills
Sustainability-linked loans (SLLs) are one of the more fascinating areas of sustainable finance, given the
breadth of the market and its direct implications for every corporation, not-for-profit, charity, business,
household and individual.
The financialisation net will draw all of the above into the sustainability drive.
S&P Global Intelligence says sustainability-linked debt has become a new asset class for investors.
For companies, it’s a mind-shift.
SLLs are expected to become the norm in the corporate and business lending market, replacing much of the
existing revolving finance facilities.
While SLLs are sourced primarily from banks and private capital, there have been hints that institutions might
enter the market as lenders to large companies.
The next three articles in our series on sustainability-linked finance (SLF) examine loans for big corporations
and large not-for-profits and charities.
This, the first, is the 101 version, and offers a recap on SLL fundamentals, principles, and frameworks.
The second examines the entrance of institutions as SLL lenders; large issuances from different sectors; trends
and innovations, such as SLLs in leveraged loans for M&A and dividend recapitalisations, the growing demand
for change management; and emerging markets.
The third examines SLLs in the context of decarbonisation, checks out securitisation of carbon credits (not
quite an SLL but it seemed like a good place to include it); industry challenges and the Australian market.
From there, FNArena moves to the small end of town, finalising the entire finance series with an examination
of SLL for medium-sized organisations, SMEs, households and individuals.
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Massive global debt market opportunity
It is very difficult to get an accurate grip on the size of global debt and loan markets and estimates vary
sharply.
So we have included a few figures from different sources, starting with loan markets given this article is about
SLLs, followed by bonds.
To provide some context, global loan issuance for 2021 is expected to roll in at nearly US$7trn, representing a
compound average growth rate of 14.8%, over 2020, according to Cision PR Newswire.
This sharp growth reflects the flow of cheap funds into the economy, thansk to covid.
Annual loan issuance in 2025 is expected to hit US$9trn, representing a compound average growth rate of 6%.
The corporate loan market typically constitutes about one third of the US$7trn figure (my estimate).
Against this backdrop sit sustainability-linked finance forecasts.
Knowledge Sourcing Intelligence expects SLF (including bonds) to rise at a compound annual average growth
rate of 98.32% to US$17trn within five years.
Global bond markets total (outstanding debt) roughly US$120trn, according to the Securities Industry and
Financial Market Association.
Global green bond issuance hit US$305.5bn in 2020, according to Sustainalytics, a drop in the ocean, compared
with the total global bond market.
The Institute of International Finance in its Global Debt Monitor says broader annual global sustainable debt
issuance is on track to surpass $1trn this year, up 30% from 2020, despite covid.
Nordea says the total green, social and sustainable (GSS) debt market breached $2tn in first quarter and is fast
approaching $3trn.
Bloomberg Intelligence’s Global ESG 2021 Outlook forecasts more than US$3trn in global fiscal stimulus will be
devoted to a green recovery, while ESG assets could top US$53trn by 2025.
Together, these figures illustrate just size of the market opportunity for sustainability-linked finance.
SLLs shoot from the gate
SLLs are hitting the big end of town first before swiftly heading down to mid-sized corporates, SMEs and
mortgages and personal loans.
More than a quarter of European leveraged term loans now have a pricing mechanism with ESG language
included, according to S&P Global Market Intelligence.
Martin Hutchings from Freshfields says: “I see over the next 12 months, two years, that most loans, most
27

corporate revolving facilities at least, will start to include an ESG adjustment.”
Nordea reports that SLL volumes are already outpacing that of green loans (their predecessors which are
dedicated specifically to eligible environmental projects).
Green loans averaged less than US$10bn each year between 2017 to first half 2020.
International Finance Review reports US$158.7bn green loans were completed in May 2021. In 2020 it was
US$229.3bn, according to Refinitive Deals Intelligence.
Nordea says this in part reflects the fact that green loans are competing for the same asset pool as green
bonds.
And because green bonds are public instruments, most borrowers prefer to use their limited green projects for
bond issuance, given the latter often yields a greenium as well as branding benefits.
“They (issuers) can then complement the bond with a sustainability-linked loan facility to further push the
entity’s overall sustainability strategy,” says Nordea.
There doesn’t seem to be much of a race between green loans and SLLs, reflecting on the broader applications
for SLLs.
Close to 90% of green loans are raised by only five sectors (utilities, transportation and logistics, chemicals,
other industrial, food & beverage) while that number is only 40% for SLLs, reports Nordea
Globally green and sustainability bond and loan issuance totaled US$809.5bn in the first half, nearly tripling
year on year.
Europe dominates the SLL market as it does with most sustainable finance.
But the US hit the market in force this year, borrowing US$122bn in the first half compared with US$19bn in
the 2020 full year, according to Bank of America.
Global issuance hit US$350bn in the first six months of 2021, according to Bank of America, up from US$197bn
in 2020, while green loans issuance was basically static, totaling US$42bn in the first half.
A recap on the basics
Observers believe SLLs offer huge opportunities for the smartest and most sophisticated players in the market.
SLLs allow corporations to tailor their loans to their industry, business and strategy.
SLLs have similar characteristics to sustainability-linked bonds (SLBs), which we examined in previous stories,
but are in a loan format rather than a bond format.
Sustainability-linked loans have a broader application than green loans and can be used for any general
corporate purpose, any sector, and can be directed to either social or green endeavours.
Like SLBs, the coupon/interest rate is linked to achieving certain green and social key performance indicators
(KPIs), and specific performance targets (SPTs), largely as set by the United Nations Sustainable Development
Goals (SDGs).
SLLs are loan facilities which incentivise the borrower through loan pricing to meet targets, and can involve
interest-rate step-downs and interest-rate step-ups.
There is a higher probability of the inclusion of step-down coupons for outperformance in SLLs than for SLBs,
particularly for large borrowers.
KPIs are written into the loan contract to ensure the company progresses against its targets.
SLLs are not required to be applied to specific projects – they can be used for any general corporate purposes
so long as KPIs are met.
The loan will not default if corporations fail to deliver on sustainability metrics, only upon repayments.
SLLs are typically granted by financial institutions such as banks, or private financiers, and may require
collateral in some instances but generally not at the high end of the market.
SLLs can be accessed through large syndicated finance or bilateral arrangements.
Rates and penalties and targets
SLLs may be more likely to include a step-down coupon for high performance, as well as the standard step-up
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SLLs may be more likely to include a step-down coupon for high performance, as well as the standard step-up
penalty for failing to meet a loan’s ESG targets, but don’t get too excited.
Variations in step-down margins are limited given the low interest-rate environment to between 5-10 basis
points and low credit margins for corporations.
While this can equate to hundreds of thousands of dollars for big deals it is less material for smaller loans.
This suggests the stick (usually 25bp incremental increases in rates) will be more influential than the carrot,
particular for smaller lenders.
On the upside, SLLs are likely to be priced attractively for borrowers in the first instance to encourage uptake,
as lenders parse out central-bank issued covid funds.
Observers expect that higher compliance costs will be offset by cheaper loans.
Regulators are being asked to incentivise SLLs by recognising that loans made to fund green assets are less
exposed to climate risks, thereby requiring less capital for these loans.
At the moment though, there is no any regulation on how lenders will apply that increased margin.
Nor is there any way for lenders to enforce judgments for breach of covenant, but this is likely to be
developed over time as the financial consequences of lagging on sustainability rise.
Structuring the contract
The loan contract agrees on the sustainability-related provisions of the loan agreement, in particular the SPT.
Large corporate and not-for-profit SLLs generally rely on the borrower’s ESG framework, and its sustainability
performance as reported in its audited financial statements to ensure the borrower is meeting SPTs.
For example, Italian oil company Eni SpA recently published an SLL framework that fully integrates the UN
SDGs across several funding solutions.
Corporate SLLs are usually structured as a revolving credit facility (RCF) for general purposes.
To qualify the borrower must:
- set ambitious and meaningful core SPTs (terms of the loan); and
- have a sufficiently transparent accounting process to be able to held accountable for meeting SPTs.
SPTs must be genuine, rigorous and measurable, and focused on significant incremental improvements beyond
the current baseline.
From a lenders perspective, targets should be compared to an external benchmark and margin premiums
should be set at a high enough level to ensure there is a realistic prospect of them being triggered.
Borrowers should update SPTs at least once a year and have them externally verified.
SPTs are likely to change over time, depending on a society’s progress towards sustainability. At the moment,
they are likely to include the following targets:
-

reduction in greenhouse emissions;
percentage of women in senior positions;
employee training on diversity, anti-harassment, and culture;
provision of education;
utilisation of renewable energy;
reducing workplace injuries;
creating a “do the right thing” corporate culture; and
promoting innovation

Plenty of wriggle room exists to negotiate updates to the covenants should extraordinary events occur such as
mergers and acquisitions, or changes to ratings or regulations.
Future proofing for such events is likely to become more common as sustainability demands on corporate
borrowers rise.
When it comes to meeting SPTs, companies can sometimes amend ESG targets for any reason provided they
gain an industry specialist or external firm to confirm the amendments maintain equivalency in term of the
loan agreement.
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“While it was common in early transactions to use an overall ESG rating as the sole KPI, the market has been
moving toward using more specific and targeted KPIs,” says Gemma Lawrence-Pardew, legal director at the
Loan Market Association.
Reporting certificates
Reporting generally takes the form of a sustainability certificate, which is delivered with the annual audited
accounts and financial covenant compliance certificate.
The certificate sets out the targets and actual performance against SPTs.
The certificate also sets a margin adjustment that applies as a result of performance. They are likely to
include a netting-out of average performance.
Penalty payment provisions to rise
Increasingly, contracts are likely to contain prescriptive payment provisions in the payment of step-downs.
These might include demands on corporates to direct the margin gains to charity, or to reinvest step-down
margins into more SPTs or other ESG goals.
In the event of sustainability misses and a step-up in rates, it may be lenders that will be expected to direct
their increased margins to charities or other ESG goals, to prevent the perception that lenders have benefited.
Alternatively, the corporate borrower may be required to direct their own penalties to sustainable causes – or
to invest in meeting the SPTs that it has just missed, which sounds a little bit like a rate holiday, or even
double dipping.
Amazon recently established a charity to fund its own greening and social improvement, as have many other
corporations.
Some contracts allow investors to reinvest penalties into ESG within a specific timeframe although some
investors criticise this as double-dipping; and as undermining the transition.
Lenders and investors will be keeping a keen eye to such practices when assessing borrowers (a company’s
credit quality is likely to decline in a user-pays environment if it hasn’t transformed its business swiftly
enough).
Europe links loan principles to its EU taxonomy, which reduces opportunities for cheating.
It’s the principle of the matter
Most of the above is outlined in the sustainability-linked loan principles (SLLP), which are likely to be updated
over time and guide the direction of the market.
The principles were originally launched in March 2019 by Asia Pacific Loan Market Association, Loan Market
Association the Loan Syndications and Trading Association.
They were updated then published by Climate Bonds Initiative in June 2020 and have been adopted by the the
International Capital Markets Association.
The SLLP says a SLL should include four components:
-

relationship to borrower’s overall sustainability strategy (it must be material to the business;)
target setting – measuring the sustainability of the borrower;
reporting; and
review.

Targets should be ambitious and meaningful, based on recent performance and the loan should include a
process to independently verify the borrower’s sustainability performance.
Targets are supposed to be meaningful to the borrower – it shows they are thinking through the ESG element of
the loan and how to translate their strategy into KPIs. In order to support a company on an ESG journey,
parties need to know what that journey is.
Borrowers should have a clear, meaningful and verifiable sustainability strategy.
IFR reports leading global loan associations are planning to include a list of common KPIs in an appendix.
For now, these are exclusively environmental but are likely to be expanded to include social and governance
KPIs. Based on the Sustainability Accounting Standards board’s materiality map.
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Frameworks can outweigh principles
While the principles set broad standards, sustainability terms within a loan contract are generally focused on
an organisation’s own ESG framework and targets.
This is partly because the principles are weighted towards green factors.
This gives corporations considerable flexibility around the structure of an SLL loan contract. So corporations
will need to develop sustainability strategies and frameworks (most of the big players already have).
EU taxonomy on sustainable finance
Borrowers would do well to align these frameworks with the EU taxonomy.
The taxonomy requires large companies and issuers of securities and other financial market participants in
Europe examine their economic activities and report publicly on their sustainability exposures.
The taxonomy should begin in earnest in 2022 and the affects are expected to hit Australian corporations and
banks (and other global players).
Banks operating in the EU will have to disclose their global sustainability loan assets, and these will have to
comply with the taxonomy.
The carbon-border adjustment mechanism will also affect multi-national corporations and exporters into
Europe.
The reporting and structuring of loan assets via SLL contracts should help Australian companies meet EU
reporting requirements with greater ease.
Mandatory verification upends private relationship-driven market
In May 2021, global updates to the SLL principles were finalised determining that mandatory external
verification of performance will be required against some ESG targets.
This represents a big departure for the private, relationship-driven syndicated loan market.
International Finance Review (IFR) reports that in the past, corporations have wielded considerable power
within the relationship-driven private loan market but mandatory external verification is likely to shift this
dynamic.
“Mandatory verification is where the entire industry is heading,” Maarten Biermans, head of sustainable capital
markets at Rabobank tells IFR.
“In a few years you won’t be able to get a loan without assurance on your sustainability profile.”
FNArena's dedicated ESG Focus news section zooms in on matters Environmental, Social & Governance
(ESG) that are increasingly guiding investors preferences and decisions globally. For more news updates,
past and future:
https://www.fnarena.com/index.php/financial-news/daily-financial-news/category/esg-focus/
Technical limitations
If you are reading this story through a third party distribution channel and you cannot see charts
included, we apologise, but technical limitations are to blame.
Find out why FNArena subscribers like the service so much: "Your Feedback (Thank You)" - Warning this story
contains unashamedly positive feedback on the service provided.
FNArena is proud about its track record and past achievements: Ten Years On
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Weekly Ratings, Targets, Forecast Changes 15-10-21
Weekly update on stockbroker recommendation, target price, and earnings forecast changes.
By Mark Woodruff
Guide:
The FNArena database tabulates the views of seven major Australian and international stock brokers: Citi,
Credit Suisse, Macquarie, Morgan Stanley, Morgans, Ord Minnett and UBS.
For the purpose of broker rating correlation, Outperform and Overweight ratings are grouped as Buy, Neutral
is grouped with Hold and Underperform and Underweight are grouped as Sell to provide a Buy/Hold/Sell
(B/H/S) ratio.
Ratings, consensus target price and forecast earnings tables are published at the bottom of this report.
Summary
Period: Monday October 11 to Friday October 15, 2021
Total Upgrades: 9
Total Downgrades: 5
Net Ratings Breakdown: Buy 55.27%; Hold 37.59%; Sell 7.14%
For the week ending Friday October 15, there were nine upgrades and five downgrades to ASX-listed
companies covered by brokers in the FNArena database.
There were no material changes to forecast target prices last week.
Whitehaven Coal had the only material percentage increase in earnings forecast by brokers over the week,
after September quarter production revealed significantly better than expected production at both the Maules
Creek and Narrabri projects, according to Morgan Stanley.
Realised thermal coal prices rose 51% quarter-on-quarter and Macquarie sees further upside ahead. If current
spot prices were entered into the analyst’s financial model, the company would be offering a free cash flow
yield in excess of 50%. While Credit Suisse feels December quarter production may moderate, inventory
drawdowns are expected to sustain sales.
Meanwhile, Zip Co sat atop the table for the largest percentage decrease in forecast earnings last week. This
occurred as Citi downgraded its rating to Neutral from Buy and lowered its target price to $7.40 from $7.95 to
reflect lower customer growth forecasts and higher operating expenditure forecasts. The latter is thought to
reflect increasing promotional activity and global expansion.
Moreover, app downloads for the company’s BNPL offering fell for the sixth consecutive month in September,
notes the broker. There’s also considered potential for an equity raise should Zip Co accelerate its global
expansion plans.
Total Buy recommendations take up 55.27 % of the total, versus 37.59% on Neutral/Hold, while Sell ratings
account for the remaining 7.14%.
Upgrade
ARB CORPORATION LIMITED ((ARB)) Upgrade to Buy from Neutral by Citi .B/H/S: 2/2/1
Citi upgrades its rating for ARB Corp to Buy from Neutral, following both a first quarter update and an -11%
share price decline since the August peak. The update revealed better-than-expected profit momentum,
despite lockdowns in NSW and Victoria.
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The target rises to $55.45 from $48.80. The broker sees both a big US opportunity from more (significant
proportion driving) vacations, and the potential for Australian sales to accelerate over the second quarter after
lockdowns.
Citi lifts long-term export and US earnings forecasts to allow for gains in the US, benefits from the Ford
partnership and an expansion of Thai manufacturing facilities.
BANK OF QUEENSLAND LIMITED ((BOQ)) Upgrade to Buy from Neutral by Citi .B/H/S: 6/0/0
Bank of Queensland's FY21 results met Citi's estimates and the outlook for FY22 is better than expected.
Yet the broker suspects the negative stock reaction stems from a fixation on costs that deceivingly appear to
be accelerating.
After adjusting for an accounting reclassification and slightly higher volume growth, the broker suggests
management is on track to deliver broadly flat expenses. Rating is upgraded to Buy from Neutral and the
target lifted to $10.50 from $9.90.
BUBS AUSTRALIA LIMITED ((BUB)) Upgrade to Buy from Neutral by Citi .B/H/S: 1/0/0
Bubs Australia's trading update suggests improved momentum in the daigou channel, and that continued focus
on innovation should allow further expansion into new markets and categories. Gross sales were up 97%.
Citi believes the improvement in daigou, despite international borders being closed, is a reflection on how
corporate daigou has evolved.
The broker upgrades to Buy/High Risk from Neutral/High Risk and raises its target to $0.63 from $0.41.
CAPRICORN METALS LIMITED ((CMM)) Upgrade to Neutral from Underperform by Macquarie .B/H/S: 0/1/0
September quarter production was -8% below Macquarie's estimates. The company has guided to FY22
production of 110-120,000 ounces.
The expectation for long-term production rates has been reiterated at 110-125,000 ounces per annum, largely
in line with expectations.
Key to Macquarie's near term outlook is the increase in throughput to 4.5mtpa run rate. Following recent share
price weakness, the broker upgrades to Neutral from Underperform. Target is steady at $2.40.
CHORUS LIMITED ((CNU)) Upgrade to Neutral from Sell by UBS .B/H/S: 0/2/0
UBS upgrades the rating for Chorus to Neutral from Sell after recent share price underperformance and a low
probability the Commerce Commission will lower its regulated asset base (RAB) estimate in December.
Moreover, higher dividends are estimated for the long term. The target price moves up to NZ$6.35 from
NZ$6.30.
DATA#3 LIMITED. ((DTL)) Upgrade to Add from Hold by Morgans .B/H/S: 1/0/0
After a recent share price fall, and with the current share price -20% adrift of Credit Suisse's $5.92 target
price, the broker upgrades its rating to Add from Hold.
The analyst points out the AGM is set for Thursday 28th October.
G.U.D. HOLDINGS LIMITED ((GUD)) Upgrade to Buy from Hold by Ord Minnett .B/H/S: 5/0/0
G.U.D. Holdings' trading update reveals modest organic growth in the automotive business.
The Davey business was robust and export demand remains strong, management noting revenue and earnings
were in line with expectations and confirming margins in the quarter were higher than the prior half.
Ord Minnett expects the company will face cost challenges for the next nine months but believes the business
is well-placed to implement price increases and maintain margins.
The stock is now trading at a -30% discount to the S&P/ASX Small Industrials index and the broker believes the
risk/reward is now more balanced.
Rating is upgraded to Buy from Hold and the target raised to $12.25 from $12.00.
MICHAEL HILL INTERNATIONAL LIMITED ((MHJ)) Upgrade to Buy from Neutral by Citi .B/H/S: 2/0/0
In expectation of improved sales in AN&Z upon store reopenings, Citi upgrades its rating to Buy from Neutral.
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The broker advances other positives including potential M&A and the marketplace strategy, which should allow
entering and testing new markets with low capital risk.
While first quarter sales were below the analyst's expectation, gross margins improved by 100bps-200bps
across all markets. It's thought this validates the company's growth initiatives.
PACT GROUP HOLDINGS LIMITED ((PGH)) Upgrade to Outperform from Neutral by Macquarie .B/H/S: 3/0/1
Pact Group Holdings has ceased the sale process for its contract manufacturing. Continued market uncertainty
and disruptions in the supply chain have created problems in realising the value target.
Hence, the company now believes retention of the business will deliver the greatest value. Pact Group was not
a forced seller and the balance sheet is in good shape so the announcement is not that surprising for Macquarie.
Rating is upgraded to Outperform from Neutral. Target price is steady at $4.20.
Downgrade
ANSELL LIMITED ((ANN)) Downgrade to Underperform from Neutral by Macquarie .B/H/S: 4/1/1
Macquarie notes a benefit from price increases that were over and above the amount required to pass through
costs, primarily related to examination and single-use gloves, represented around 60% of the increase to gross
profit in FY21.
Hence, based on recent trends, the broker envisages downside risk to consensus expectations.
Given the risk, and with revised earnings forecasts that sit well below consensus, Macquarie downgrades to
Underperform from Neutral. Target is lowered to $32.00 from $39.00.
APA GROUP ((APA)) Downgrade to Hold from Add by Morgans .B/H/S: 2/3/0
After a further review of the takeover proposal for AusNet Services ((AST)), Morgans fails to see the value
accretion opportunity and downgrades its rating to Hold from Add. The target price is lowered to $8.71 from
$10.13.
The analyst points out that over the last five years, AusNet Services has invested over -$4bn of capital and
delivered minor earnings and cashflow growth. The next step in the takeover process is the Takeovers Panel’s
ruling on the group's access to due diligence.
DOMINO'S PIZZA ENTERPRISES LIMITED ((DMP)) Downgrade to Neutral from Buy by Citi .B/H/S: 0/3/2
Given the potential for a weak performance in the first half in Australasia and France, and because of the
share price appreciation in the year to date of about 64%, Citi downgrades Domino's Pizza Enterprises to
Neutral from Buy.
Net profit estimates for FY22 are trimmed, as slower sales growth is expected in the first half in Australasia
and Europe.
The broker remains positive about the longer term, noting opportunities in existing territories and the potential
for acquisitions. Target is reduced to $148.70 from $159.05.
INSURANCE AUSTRALIA GROUP LIMITED ((IAG)) Downgrade to Neutral from Buy by UBS .B/H/S: 5/2/0
UBS downgrades its rating to Neutral from Buy after the broker was surprised by only a marginal share price lift
after the recent second business insurance (BI) test-case win. Also, an expected medium-term improvement in
underlying margin has not materialised.
Moreover, the analyst is concerned over the prospect for increased regulatory scrutiny. The target price falls
to $5.35 from $5.65.
ZIP CO LIMITED ((Z1P)) Downgrade to Neutral from Buy by Citi .B/H/S: 2/1/2
Citi downgrades Zip Co to Neutral from Buy and lowers its target price to $7.40 from $7.95 to reflect lower
customer growth forecasts and higher operating expenditure forecasts.
The latter reflects increasing promotional activity and global expansion, explains the analyst.
This comes as app downloads fell for the sixth consecutive month in September, notes the broker.
Moreover, there's considered potential for an equity raise, should the International expansion strategy
accelerate.
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Total Recommendations

Recommendation Changes

Broker Recommendation Breakup

Broker Rating
Order
Company
Upgrade
1
ARB CORPORATION LIMITED
2
BANK OF QUEENSLAND LIMITED
3
BUBS AUSTRALIA LIMITED
4
CAPRICORN METALS LIMITED
5
CHORUS LIMITED
6
DATA#3 LIMITED.
7
G.U.D. HOLDINGS LIMITED
8
MICHAEL HILL INTERNATIONAL LIMITED
9
PACT GROUP HOLDINGS LIMITED
Downgrade
10
ANSELL LIMITED
11
APA GROUP
12
DOMINO'S PIZZA ENTERPRISES LIMITED
13
INSURANCE AUSTRALIA GROUP LIMITED
14
ZIP CO LIMITED

New Rating

Old Rating

Broker

Buy
Buy
Buy
Neutral
Neutral
Buy
Buy
Buy
Buy

Neutral
Buy
Neutral
Sell
Sell
Neutral
Neutral
Neutral
Neutral

Citi
Citi
Citi
Macquarie
UBS
Morgans
Ord Minnett
Citi
Macquarie

Sell
Neutral
Neutral
Neutral
Neutral

Neutral
Buy
Buy
Buy
Buy

Macquarie
Morgans
Citi
UBS
Citi

Recommendation
Positive Change Covered by > 2 Brokers
Order Symbol
Company
1
PGH PACT GROUP HOLDINGS LIMITED
2
GUD G.U.D. HOLDINGS LIMITED
3
FBU FLETCHER BUILDING LIMITED
4
TWE TREASURY WINE ESTATES LIMITED
5
PDL PENDAL GROUP LIMITED

New RatingPrevious
50.0%
100.0%
80.0%
29.0%
75.0%

Rating Change Recs
25.0%
25.0% 4
80.0%
20.0% 5
60.0%
20.0% 5
17.0%
12.0% 7
70.0%
5.0% 6

Negative Change Covered by > 2 Brokers
Order Symbol
Company
1
Z1P ZIP CO LIMITED
2
DMP DOMINO'S PIZZA ENTERPRISES LIMITED

New RatingPrevious Rating Change Recs
-10.0%
10.0%
-20.0% 5
-40.0%
-20.0%
-20.0% 5
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3
4
5
6

APA
ANN
IAG
GXY

APA GROUP
ANSELL LIMITED
INSURANCE AUSTRALIA GROUP LIMITED
GALAXY RESOURCES LIMITED

40.0%
42.0%
64.0%
20.0%

60.0%
58.0%
79.0%
33.0%

-20.0%
-16.0%
-15.0%
-13.0%

5
6
7
5

Target Price
Positive Change Covered by > 2 Brokers
Order Symbol
Company
1
DMP DOMINO'S PIZZA ENTERPRISES LIMITED
2
GXY GALAXY RESOURCES LIMITED
3
TWE TREASURY WINE ESTATES LIMITED
4
GUD G.U.D. HOLDINGS LIMITED

New TargetPrevious Target Change Recs
127.996
116.066
10.28% 5
4.416
4.280
3.18% 5
12.396
12.212
1.51% 7
12.810
12.660
1.18% 5

Negative Change Covered by > 2 Brokers
Order Symbol
Company
1
PGH PACT GROUP HOLDINGS LIMITED
2
Z1P ZIP CO LIMITED
3
APA APA GROUP
4
ANN ANSELL LIMITED
5
IAG INSURANCE AUSTRALIA GROUP LIMITED
6
PDL PENDAL GROUP LIMITED

New TargetPrevious
4.025
7.374
9.774
42.915
5.500
8.608

Target Change Recs
4.273
-5.80% 4
7.674
-3.91% 5
10.058
-2.82% 5
44.082
-2.65% 6
5.543
-0.78% 7
8.620
-0.14% 6

Earning Forecast
Positive Change Covered by > 2 Brokers
Order Symbol
Company
1
WHC WHITEHAVEN COAL LIMITED
2
BOQ BANK OF QUEENSLAND LIMITED
3
ORG ORIGIN ENERGY LIMITED
4
NWL NETWEALTH GROUP LIMITED
5
VCX VICINITY CENTRES
6
HUB HUB24 LIMITED
7
DOW DOWNER EDI LIMITED
8
S32 SOUTH32 LIMITED
9
MQG MACQUARIE GROUP LIMITED
10
APA APA GROUP

New EF Previous EF Change Recs
86.783
58.862
47.43% 6
74.333
69.733
6.60% 6
25.930
25.230
2.77% 6
26.480
25.800
2.64% 5
9.967
9.733
2.40% 6
39.600
38.780
2.11% 5
37.775
37.025
2.03% 4
47.611
46.750
1.84% 7
927.460
911.260
1.78% 5
27.794
27.328
1.71% 5

Negative Change Covered by > 2 Brokers
Order Symbol
Company
1
Z1P ZIP CO LIMITED
2
WBC WESTPAC BANKING CORPORATION
3
GXY GALAXY RESOURCES LIMITED
4
CKF COLLINS FOODS LIMITED
5
MYX MAYNE PHARMA GROUP LIMITED
6
NCM NEWCREST MINING LIMITED
7
TCL TRANSURBAN GROUP LIMITED
8
PGH PACT GROUP HOLDINGS LIMITED
9
ANN ANSELL LIMITED
10
PTM PLATINUM ASSET MANAGEMENT LIMITED

New EF Previous EF Change Recs
-15.080
-10.580
-42.53% 5
157.633
172.000
-8.35% 6
4.525
4.881
-7.29% 5
43.367
46.233
-6.20% 3
-1.100
-1.043
-5.47% 3
129.877
136.360
-4.75% 6
9.104
9.490
-4.07% 5
26.975
27.480
-1.84% 4
241.110
243.808
-1.11% 6
23.075
23.325
-1.07% 4

Technical limitations
If you are reading this story through a third party distribution channel and you cannot see charts
included, we apologise, but technical limitations are to blame.
Find out why FNArena subscribers like the service so much: "Your Feedback (Thank You)" - Warning this story
contains unashamedly positive feedback on the service provided.

36

www.fnarena.com

WEEKLY REPORTS

Uranium Week: Kazatomprom's New Fund
After last week’s 23% rise in the weekly spot uranium price, Kazatomprom begins the new week by announcing
the establishment of a new physical uranium fund.
-Kazatomprom to hold uranium as a long-term investment in a new fund
-France to spend -US$1.2bn on a new-generation of small modular reactors
-Utilities expected to enter the uranium market over next 12 months
-ASX-listed Lotus Resources makes highly-accretive acquisition
-Uranium spot price rises 23% for the week
By Mark Woodruff
Kazatomprom, the world's largest producer of uranium, has announced it will participate in a physical uranium
fund that will hold uranium as a long-term investment.
The fund, named ANU Energy, will be part of Kazatomprom’s broader value-focused strategy and will be the
first to provide potential direct access for emerging market investors.
It will be established on the Astana International Financial Centre (AIFC), a financial hub for regions including
Central Asia, the Caucasus, the Middle East, West China, Mongolia and Europe. As such, the fund may appeal
to investors looking to diversify away from existing US dollar/British pound denominated funds.
Kazatomprom will initially have 48.5% ownership of the fund, as will the National Investment Corporation of
the National Bank of Kazakhstan (NIC). The balance will be held by the fund manager Genchi Global Limited.
Initial uranium purchases will be financed through the founders’ round investment totaling US$50m. A second
stage of development is expected to be carried out through an additional public or private offering of up to
US$500m, with the proceeds to be used for additional uranium purchases.
Country news
President Emmanuel Macron said last week that France would work to become a leader in green hydrogen by
2030, and build new, smaller nuclear reactors.
Macron unveiled a five-year investment plan calling for an investment of -US$1.2bn to create a
new-generation of small modular reactors (SMRs). They are seen as cheaper to build than conventional
nuclear plants and provide enhanced safety features.
Broker research
In research out last week, Shaw and Partners expects US and European utilities to enter the uranium market
in a big way over the coming 12 months, as approximately 35% of their 2024 demand requirements are
uncovered by contracts.
Given there is a two/three year upfront contract lock-in period, it’s thought utilities will have to act soon, as
stockpiles are not inexhaustible.
Despite the positive Australian sector performance of 350% since issuing a November, 2020 sector report, the
broker remains positive on a multi-year horizon. This view is based on a past decade of underinvestment and
longer-term demand supported by increased electrification and decarbonisation.
Company news
ASX-listed Lotus Resources last week announced the acquisition of the Livingstonia Uranium project, 90 km
from the company’s Kayelekera Uranium project in Malawi.
Managing Director Keith Bowes describes the transaction as “extremely accretive with the potential to
increase our global mineral resource by 16% for less than US$.004/lb.”
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Uranium pricing
TradeTech's Weekly Spot Price Indicator ended last week at US$46/lb, up US$8.60/lb from the prior week. The
23% jump is the largest week-on-week price increase in the history of the Indicator.
The Indicator is up 51% in 2021 and is 68% above the 2021 low point of US$27.40/lb. The average weekly spot
price in 2021 is US$32.71/lb, US$3/lb above the 2020 average.
Buyer activity was led by financials, but producers, traders, and other intermediaries were also active,
according to TradeTech.
A total of 21 transactions, involving over 2.9mlbs U3O8 equivalent, were reported for the week.
The Sprott Physical Uranium Trust (SPUT) purchased nearly 2.1mlbs last week, and has accounted for a
significant proportion of spot buying since it was launched in mid-August.
The Trust has purchased over 14mlbs, averaging just under 350,000lbs per day since August 18. Including
inventory accumulated by Uranium Participation Corp, the company taken over by SPUT, the Trust now holds
over 32mlbs in total.
TradeTech's term price indicators are US$43.75/lb (mid) and US$45/lb (long).

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 Short Report - 21 Oct 2021
See Guide further below (for readers with full access).
Summary:
By Greg Peel
Week Ending October 14, 2021.
Last week saw the ASX200 maintain a choppy but gradual recovery before picking up the pace this week.
The most notable aspect of last week is that there is currently no stock shorted on the ASX by 10% or more,
with Flight Centre ((FLT)) dropping to 9.8% from 10.4%. This is rare, but not unprecedented. Following a weak
quarterly update from the travel agent yesterday, next week’s Report might be different.
Also notable is a fall in AMA Group ((AMA)) shorts back to 5.8% from 7.1%. Last week I suggested the smash
repairer should be a beneficiary of cars back on the road post-lockdowns, so it seemed strange that shorts had
ticked up from 6.8% the week before.
Then there’s the sudden arrival of Kirkland Lake Gold ((KLA)) at 8.2% shorted from below 5% previously.
However, we’ve seen this movie before (see below).
We might also note a2 Milk’s ((A2M)) share price continues to rise, with the stock now generating possible
takeover chatter. The shorts are rising as well, albeit by a fraction.
Renewed fears over what the Central Bank of Ireland will do with EML Payments’ ((EML)) Irish subsidiary has
that stock appearing at the bottom of the table.
Weekly short positions as a percentage of market cap:
10%+
No stocks
Out: FLT
9.0-9.9
FLT, RBL, WEB, KGN
In: FLT, RBL
8.0-8.9%
MSB, EOS, Z1P, ING, KLA
In: KLA

Out: RBL

7.0-7.9%
COE, TGR
Out: AMA
6.0-6.9%
TPW, BHP, MTS, PNV, A2M
In: PNV, A2M
39

5.0-5.9%
AMA, OBL, MND, EML
In: MND, EML

Out: PNV, A2M, BGL

Movers & Shakers
Kirkland Lake Gold is a Canadian-based miner listed in all of Canada, the US and Australia. This alone offers up
an opportunity for cross-border share price arbitrage (currency risk notwithstanding), hence we have in the
past seen Kirkland right up there on the shorted table for a period, before disappearing again.
This time, however, the shorts no doubt reflect Kirkland’s announced “merger of equals” (scrip swapped on an
equivalent dollar value basis) with compatriot Agnico Eagle Mines, which is listed in Canada and the US but not
here, and which will retain the naming rights.
“The merger will establish the new Agnico Eagle as the gold industry’s highest-quality senior producer, with
the lowest unit costs, highest margins, most favourable risk profile and industry-leading best practices in key
areas of environmental, social and governance (ESG),” Agnico said.
As owners of Afterpay will know, once a scrip-swap ratio is established, the value of of that deal will continue
to move around until the merger/takeover is completed. Kirkland shorters are likely long Agnico on the other
side.
ASX20 Short Positions (%)
Code Last Week Week Before Code Last Week Week Before
ALL

0.0

0.0

MQG

0.3

0.3

ANZ

0.6

0.6

NAB

0.7

0.6

APT

1.1

1.1

NCM

0.3

0.2

BHP

6.4

6.1

RIO

0.3

0.3

BXB

0.2

0.3

TCL

0.4

0.7

CBA

0.7

0.8

TLS

0.3

0.3

COL

0.7

0.6

WBC

0.7

0.7

CSL

0.2

0.2

WES

0.2

0.2

FMG

1.5

1.4

WOW

0.3

0.2

GMG

0.1

0.1

WPL

1.6

1.8

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
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short percentages may indeed imply such, there are also a myriad of other reasons why a short position might
be held which does not render that position “naked” given offsetting positions held elsewhere. Whatever
balance of percentages truly is a “short” position would suggest there are negative views on a stock held by
some in the market and also would suggest that were the news flow on that stock to turn suddenly positive,
“short covering” may spark a short, sharp rally in that share price. However short positions held as an offset
against another position may prove merely benign.
Often large short positions can be attributable to a listed hybrid security on the same stock where traders
look to “strip out” the option value of the hybrid with offsetting listed option and stock positions. Short
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: Stagflation? Asian Savings Slump, Insurers &
Healthcare
Weekly Broker Wrap: A savings slump in parts of Asia; insurance; healthcare; and is stagflation coming?
-What is the risk of 1970’s style stagflation?
-A savings slump in parts of Asia may prevent a return to neutral monetary policy
-Will rising bond yields lift all insurers?
-Winners from increased covid testing
By Mark Woodruff
A savings slump in parts of Asia
It may take a few years of rebuilding household savings in parts of Asia before consumption can return to pre-pandemic
levels. At present, a strong re-opening rebound in private consumption cannot be relied upon.
A lasting dent has been inflicted upon the financial position and incomes of households particularly in Indonesia, the
Philippines and Thailand, explains ANZ Bank.
An unexpectedly prolonged pandemic, alongside diminished income growth, has forced householders to drawdown on
savings. As an example, household savings as a share of incomes have dropped to the lowest on record in Indonesia.
Unfortunately, the situation is unlikely to be rectified quickly by a rise in incomes, as various economic indicators in all
three countries point to slack in the labour markets.
As a result, governments are expected to have larger budget deficits for longer. Monetary policy normalisation will also
be slow and independent of the US Federal Reserve.
More importantly, it is conceivable that the terminal (natural or neutral) policy rate may well settle at lower than
pre-pandemic levels, suggests ANZ Bank.

Will rising interest rates lift all insurers?
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Government bond yields have risen sharply since the beginning of the December 2021 quarter.
This is mirroring trends in the US and particularly in the UK, where government bond yields are at their highest levels
in two and a half years.
Credit Suisse believes there are strong indications these bond yields are likely to continue to rise, and sets about
investigating potential earnings upsides from the large fixed income portfolios that insurers hold.
The broker concludes QBE Insurance ((QBE)) has around 2% earnings upside for every ten basis points rise in bond
yields, and double the sensitivity compared to both Insurance Australia Group ((IAG)) and Suncorp Group ((SUN)).
The order of Credit Suisse’s investment preference in the sector remains QBE, followed by Suncorp and IAG.
Winners from increased covid testing
In August, domestic polymerase chain reaction (PCR) covid testing in Australia increased to more than four times the
monthly average in the second half of FY21.
The broker expects Sonic Healthcare ((SHL)) will provide around 11.5m tests globally in the current half while Healius
((HLS)) will undertake circa 5.5m tests, and raises near-term earnings for both companies' estimates accordingly.
Despite this, JP Morgan retains its FY23 forecasts for the two domestic laboratory operators. This is on the expectation
that covid testing will fall in 2022 due to widespread vaccinations, and a cut in the PCR reimbursement rate.
Sonic Healthcare remains focused on using testing proceeds to fund the expansion of its global business, with the focus
likely to be on the US and Europe. The broker retains its Neutral rating and $45 target price.
Meanwhile, the analyst points to a positive operating environment outlook for diagnostics, which now represents the
majority of Healius’ business. Despite some execution risk associated with a number of strategic initiatives and spending on
diagnostic programs, the broker retains its Overweight recommendation and $5.50 target price.
What is the risk of 1970’s style stagflation?
There is no risk of 1970s-style stagflation and there is no comparison to the 1970’s supply shock in the recent
commodities price surge and 13-year highs for US inflation.
The vaccine-driven restart of economic activity after shutdowns has caused a major supply shock and inflation pressures
remain persistent, concedes Black Rock. The investment manager remains pro-risk and prefers inflation-protected
securities over nominal bonds and is overweight European equities versus a neutral stance on US equities.
In some minds, this year’s oil price surge raises the prospect of stagflation, which by definition is a period of high inflation
coupled with weak growth. However, growth is currently powering ahead and the investment manager would expect oil to
be in demand under such conditions.
Looked at a different way, inflation is being driven by the restart, not the oil price. Moreover, supply is expected to rise to
meet demand, instead of the 1970s experience of demand going down to meet supply. For Rudi's view on stagflation see
the section entitled Jumpin' Jack Flash lives in the seventies
at https://www.fnarena.com/index.php/2021/10/21/rudis-view-adairs-gentrack-readytech-macquarie-qantas-and-nufarm/
Black Rock expects restart pressures to persist well into 2022 and feels those central banks with credible policy
frameworks will look through most of them. Later on, pressures should fall away as near-term supply-demand imbalances
ease.
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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TREASURE CHEST

Treasure Chest: Worley's Opportunity Is...
Green?
FNArena's Treasure Chest reports on money making ideas from stockbrokers and other experts. Worley has the
means, as a global contractor, to benefit from investment in sustainability projects. Yet, does the stock
reflect the leverage?
-Massive investment required for sustainable energy and decarbonisation across the globe
-Substantial opportunity for Worley in targeting these projects
-Will this translate to better margins?
By Eva Brocklehurst
Can Worley ((WOR)) capitalise on the energy transition? UBS believes the case can be made, amid a substantial
increase in investments in sustainable energy and decarbonisation globally. The theme is likely to attract even
more attention as the UN Climate Change Conference in Glasgow opens.
The broker's research has signalled a cumulative investment of US$115trn is required to achieve net zero
emissions by 2050. Hence, global energy investment must increase fourfold over the next thirty years.
Timing is obviously uncertain, yet one thing is clear: many companies as well as countries are adopting net
zero targets and this supports the investment outlook. In the case of Worley, with its 50,000 engineers and
support staff that can design and deliver complex energy projects, the opportunity is therefore substantial.

Cpompany management did provide a cautious outlook in its last update, noting conditions were improving yet
also signalling customers have been hesitant to commit to large expenditure because of the uncertainty of
demand.
The company is planning -$100m to be invested in sustainability over the next three years amid a mix of
operating and capital expenditure to boost its capabilities. Macquarie has noted this relates to organic
investment rather than acquisitions although the latter could be on the agenda.
The new CEO, Chris Ashton, has re-set sustainability/energy transition strategies and is targeting work across
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The new CEO, Chris Ashton, has re-set sustainability/energy transition strategies and is targeting work across
decarbonisation projects. UBS calculates sustainability projects are just 14% of sales at present while making
up 32% of the company's potential contract wins.
Pursuit Of Sustainability
Worley has divided sustainability into four areas: decarbonisation, resource stewardship, asset sustainability
and environment & society. Of the four, decarbonisation represents the largest, with an estimated investment
of US$1.5trn per annum of which Worley's addressable market is 3-15%.
The company, at its results presentation, also signalled that gross margins for sustainability projects were
higher than its traditional business margins . Credit Suisse, on the other hand, suspects competitive and
margin pressures may increase when targeting sustainable growth segments.
Furthermore, pursuit of "alternative commercial models" is indicative of a challenging environment to secure
contract awards and the broker suggests this could result in Worley assuming more risk, although acknowledges
management at the company disagrees.
The problem is, Credit Suisse asserts, no matter how well management performs, for the short term there is
not much margin improvement available because of the restrictions on energy capital that makes for a
relatively static worksheet.
While management expects restructuring costs will finish when its transformation program concludes in FY23,
the broker also doubts the market will be completely assured until this is actually done and dusted.
Morgan Stanley's concerns centre on the pace of decarbonisation, albeit the company is well able to take
advantage of the transition to sustainable energy investments. Yet, whether this segment is growing fast
enough to apply a higher multiple than the long-run average is questionable, in the broker's view.
UBS is less fearful and upgrades to Buy, raising FY22-24 estimates for earnings per share by 1-5% to reflect the
leverage. The broker assumes a 10-year growth rate of 11% in energy transition capital expenditure, more
conservative than the industry's 13%. The broker calculates the current Worley share price discounts an
investment growth rate of 8%.
Consolidation?
Credit Suisse believes greater scale is required by contractors to enable leverage in negotiations with
customers as these, in turn, consolidate. The broker questions whether the market requires so many global
operators such as Worley, Wood Group, Petrofac, Fluor and Technip.
FNArena's database has three Buy ratings and three Hold, with a consensus target of $11.79 that signals 3.3%
upside to the last share price. The dividend yield on FY22 and FY23 forecasts is 4.2% and 4.8%, 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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Rudi's View: Adairs, Gentrack, ReadyTech,
Macquarie, Qantas And Nufarm
In this week's Weekly Insights:
-The Basics Of Portfolio Construction
-Jumpin' Jack Flash Lives In The Seventies
-Conviction Calls
-All-Weather Model Portfolio September Review
-Research To Download
By Rudi Filapek-Vandyck, Editor FNArena
The Basics Of Portfolio Construction
On my observation, the investment services industry is focused too much on providing the next hot tip and
individual stock recommendation. Granted, there is obvious, natural demand for such 'information', but it is
also my observation many an investment portfolio suffers from a lack of structure and/or a well-thought out
strategy.
Hence, this week I am sharing my own thoughts and experiences with structuring and running an investment
portfolio. May it help and assist those investors currently in the dark when it comes to defining a strategy and
structuring their own longer-term oriented equities portfolio.
First up, I can report from personal experience, from the moment you are running a structured portfolio, you
no longer are an investor in stocks. Just like a coach of a sporting team, you stop concentrating on each of your
players individually. Instead, you start realising, and appreciating, the effort made as a team, though you
never want to lose sight of the individual components, of course.
Putting a team together, which in this case equals a basket of stocks, starts with the realisation not all players
on the field can be hot blooded race horses. The sun doesn't shine every day, all day and we must
accommodate for four seasons that cannot be perfectly anticipated each and every time.
Hence we need some race horses, but equally a selection of sturdy, reliable muscle-machines that can pull a
load when the weather is cold and the ground is wet and muddy. Apart from the occasional exception, a
well-diversified selection means the portfolio never sees all stocks rallying or all falling on a given day, in
particular not with share market momentum as polarised as it is this year.
As an added benefit: come the next period of share market weakness, we might feel less inclined to sell
everything and hide under the bed.
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All-Weather Portfolio
Focus and momentum for the share market changes regularly, and often occurs completely unexpectedly.
Instead of constantly shedding and selecting new stocks in order to minimise our losses and avoid missing the
boat, once we have that structured portfolio in place, we find ourselves in the role of the master coach
overseeing the team, making smaller changes here, and a minor recalibration over there, in response to a
changing outlook.
Before we find ourselves in such a position, we need a basic road map as to how we get there and where to get
started. In my case, I started with my own research into All-Weather Performers; reliable, proven business
models with a track record of performance, not hindered by economic cycles to generate shareholder wealth.
How many stocks should I choose?
Over the past years, I have come to the conclusion that 6% as a full weighting for any given stock is an
excellent target. It implies when the portfolio is fully invested the basket contains between 16 and 20 stocks,
on average. That's a reasonable number that can still be overseen and managed, assuming they're not all high
risk fly-by-nighters that need to be watched constantly.
As part of portfolio management, decisions can be made to allocate half-weightings, or reduced weightings,
and in some cases of high conviction an overweighted position, but I would refrain from allowing any position
to become too small or too large. As far as the first option goes: it's okay to have a punt every now and then,
but if it's not worth owning at a sizeable allocation, is it even worth the energy and attention, let alone the
risk?
There is no universal golden rule about what maximum size should be allowed, but I'd be hesitant to allow any
given allocation to grow beyond 9% of the total. The reason is simple: risk. Take profits if you must. Consider
it part of portfolio management.
On the other hand: don't feel like you need to top up on allocations that haven't worked out and shrink in
portfolio importance. Better to always ask that question: where is my money in the best of hands? As
impregnated as we all are by this idea that 'cheaper' stocks perform better than those that have already
outperformed, the most often made error is selling the winners too early and putting more money into the
laggards and losers.
I can guarantee you all this will be the first of lessons that will be learned, time and again, through running an
investment portfolio.
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As per the lists on the website currently, my research has identified 21 All-Weather Stocks, of which some are
still "potential" and others are carrying a question mark. Should we simply buy all of them?
That wouldn't be much of a diversified structuring, would it? All-Weather stocks are spread out over multiple
segments and sectors, but most share the same basic characteristics, including above-average Price-Earnings
(PE) multiples, which means they potentially can land in or out of favour all at the same time.
Equally important, most investors want income from their portfolio and All-Weathers, if only because of their
valuation, are not ideal for short-term income purposes.
It is for this reason that I decided back in late 2014, when we launched the All-Weather Model Portfolio, that a
selection of income providing equities would be the second pillar of the overall portfolio strategy. A third pillar
consists of emerging new business models and technology disruptors by applying a quality assessment to the
many newcomers on the ASX over the semi-decade past.
In practice this means I am combining the likes of Amcor ((AMC)), CSL ((CSL)), REA Group ((REA)),
TechnologyOne ((TNE)) and Wesfarmers ((WES)) with higher dividend yielders Aventus Group ((AVN)), Super
Retail ((SUL)) and Telstra ((TLS)), and with the younger businesses of NextDC ((NXT)), Pro Medicus ((PRO)) and
Xero ((XRO)).
View From The Portfolio Control Room
For the sake of creating a starting point, let's assume we allocate 33% to each of the three pillars. Next things
to do: team play, fine tuning and overall macro strategy. Do we lean more towards risk aversion? Can we be
more aggressive with our risk-taking? Do individual valuations require profit-taking and trimming of positions? Is
there an opportunity out there we'd like to include? Should the portfolio increase its cash allocation given
market jitters?
All these questions, and many others, will pop up along the way but from now onwards you can address them
through allocating more here and less over there. It goes without saying, to make such decisions requires we
know the basics about the companies we own, and we can make a reasonable judgment about what is
happening in markets. Neither fear nor hope has ever proved to be a successful strategy in the long run.
One extra benefit is we learn a lot about the companies we own. Always best to know what we own, and why.
My own experience also tells me we must never consider our stock choices and portfolio allocations as set in
stone. Ignore individual losses and gains. Always keep an eye on the future. Make decisions that seem right.
And make those decisions for the team.
Not selling because you're sitting on an individual loss while all the evidence is telling you you should, is not
smart team play.
But equally: accept your execution won't be perfect, and luck has its own role to play.
What About Income?
Equally important is that most of the companies in the All-Weather Model Portfolio pay a dividend, but that
should never be the sole reason to include a stock. Taking a team approach, we should combine the 5% offered
by Aventus with the sub-1% offered by CSL as well as the zero pay-out from Xero.
The average yield for the total basket is what counts. Forward looking estimates only. The All-Weather Model
Portfolio on average yields between 2.5%-3%, which may not seem a lot given the banks are back yielding 4%
and more, as is the ASX200 index, but that extra -1% missing in yield has been compensated through relative
outperformance.
The portfolio can always sell a few extra shares if/when we need that extra bit of income.
You'd have noticed I don't try to have all main sectors of the market represented, which is equally a valid
portfolio strategy. Neither do I use rather traditional definitions such as 'defensives' or 'blue chips', which I
personally find outdated. AGL Energy ((AGL)) officially belongs to the defensives on the ASX. Have a look at
that share price since 2017 and try not to shudder.
Size does matter, however, and smaller cap stocks come, on average, with higher risk and more volatility than
larger caps. So this should be one extra consideration for the average, risk-conscious investor.
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larger caps. So this should be one extra consideration for the average, risk-conscious investor.
The Portfolio also has that added goal to prove to investors All-Weather Stocks are worth focusing on and
investing in, so the selection of stocks tends not to include the banks when looking for dividends while
cyclicals, being the anti-thesis of the All-Weathers, are simply not an option.
You Have Options
In the current context of potential concerns about sticky inflation and rising bond yields, a decision can be
made to include a selection of banks, other financials and cyclicals (miners, energy producers, contractors and
engineers, etc) and this would simply fit in with the portfolio strategy as described above: adjust relative
allocation according to comfort/discomfort with the inflation outlook (to the best of your abilities).
In similar vein, with investor focus currently on re-opening beneficiaries, this too can be integrated in our
portfolio and strategy. One warning though: make sure your portfolio doesn't get hooked into one (too)
dominant theme as that makes all of the above redundant. Running a diversified portfolio is by definition an
admission that we cannot accurately forecast and anticipate all events and momentum changes every single
time. So, yes, we are at times giving up on more potential upside, while looking for compensation in different
circumstances.
Besides, a number of companies currently in the All-Weather Model Portfolio stands to benefit enormously from
re-opening borders and economies, even though they might not yet be seen as key beneficiaries by the
majority of investors who prefer to crowd together in airlines, airports and leisure companies.
Sometimes the allocation to new trends and focuses occurs without actually having to make a change in the
portfolio!
I know some among you like to take a punt, and many do it more than regularly. You can always put a decent
portfolio together and include a special reservation for your more risky, short-term, adrenaline-filled
adventures.
And if you're into ETFs instead of individual shares, or a combination of the two, that can be accommodated
too.
If all of the above is genuinely new, I highly recommend adopting and applying the basic principles. It'll change
your life as an investor, not to mention the additional skills and insights that come with it.
Jumpin' Jack Flash Lives In The Seventies
Apparently we now are all googling 'stagflation' in response to higher-for-longer inflation numbers and question
marks about global economic momentum leading into year-end.
Rule number one in finance is while everyone uses the same key words, the meaning behind those terms is far
from universal, even under the best of circumstances.
And stagflation is one such prime example. Higher inflation and slowing growth are two characteristics of what
constitutes 'stagflation', but it sure ain't the stagflation that dominated the 1970s, which is the logical point of
reference for everyone googling today.
As per always: details matter and one would have to have an extremely subdued view on the outlook for the
global economy to anticipate a rerun of the 1970s which, among many other factors, included mass
unemployment and negative economic growth combined with enormous volatility on share markets, ultimately
culminating into that (in)famous magazine cover by BusinessWeek: The Death Of Equities.
Ironically, that cover was published on August 13 of 1979 - 40 years ago, plus two months.
This time around economies are less carbon-fuel intensive, countries are opening up, businesses are online and
services oriented and inflation is sticking around because of bottlenecks and disruption. Global gas not oil is
leading the charge, but the damage done to household budgets is still real, of course.
Consider that global oil prices are up some 12% this quarter, while the price of natural gas is up 25% in the US
and nearly 75% for the euro area. Forget about inflation, the real question mark here is about household
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budgets and consumer spending.
Thus far, most forecasters are still holding out for relatively firm global growth next year, and a lot of this
forecast is based upon pent-up demand being unleashed as cashed-up consumers celebrate their newly
discovered freedom as vaccination rates surge and lockdowns end.
I suspect those forecasts will be proven too optimistic. Higher gas prices will have an impact, and so will a
certain degree of caution among those all-important consumers. But it will require even higher prices for gas
and oil before global spending gets squeezed into the next economic recession, after which we can all unite
around that comparison with the 1970s.
But until then... don't get sucked in. Stagflation today is not a repeat of the 1970s. Though, that doesn't by
default mean there are no risks for the outlook. Ongoing strength in fossil fuel prices would, at some point,
force the recovery to come unstuck. So be careful what to wish for.
The 1970s also were a fast-moving, glorious period for music, but I don't think punk is about to make a
come-back either. Johnny Rotten singing No Future seems more than just a tad out of context today.
Conviction Calls
In case anyone missed it, Morgan Stanley on Friday raised its price target for Macquarie Group ((MQG)) to
$240 which coincides with the broker's Model Portfolio increasing its exposure. Macquarie has also been added
to the broker's Focus List, which only contains nine other inclusions.
Downer EDI ((DOW)) was removed from the Focus List.
Macquarie is the pre-eminent representative of ESG investing and asset allocation on the ASX and this is exactly
the why behind Morgan Stanley's increased positive view on the asset manager's growth outlook, and premium
valuation.
It goes without saying, Morgan Stanley's rating is Overweight with an In-Line sector view.
****
Apart from Macquarie, Morgan Stanley's Focus List comprises of APA Group ((APA)), BlueScope Steel ((BSL)),
Computershare ((CPU)), Qantas Airways ((QAN)), QBE Insurance ((QBE)), REA Group ((REA)), Scentre Group
((SCG)), Telstra Corp ((TLS)), and Westpac ((WBC)).
The Focus List is a selection of stocks for which analysts have the highest conviction on a twelve month horizon.
****
Analysts Jules Cooper and Josh Goodwill at Shaw and Partners are -in their own words- passionate about
software. The broker has allowed them to launch a regular update on the local industry which both hope will
bring to life the companies, the people, the products and the investment opportunities the sector offers on
the ASX.
As tends to be common practice, Cooper and Goodwill have selected their top three of sector favourites:
Whispir ((WSP)), Nitro Software ((NTO)), and Gentrack Group ((GTK)).
Equally noteworthy, there is only one Sell rating among the 13 stocks covered, and two Hold ratings. These are
respectively for Iress ((IRE)), PushPay Holdings ((PPH)) and WiseTech Global ((WTC)).
****
Analysts at Wilsons published their shopping list for the re-opening of state and national borders in Australia:
Accent Group ((AX1)), Adairs ((ADH)), Breville Group ((BRG)), GUD Holdings ((GUD)), Integral Diagnostics
((IDX)), Kathmandu ((KMD)), Monadelphous ((MND)), NextDC ((NXT)), Pexa Group ((PXA)), Qantas Airways
((QAN)), Ramsay Health Care ((RHC)), REA Group ((REA)), Sealink Travel Group ((SLK)), Seven Group Holdings
((SVW)), Silk Laser ((SLA)), Sky City Entertainment ((SKC)), and United Malt Group ((UMG)).
****
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Pacific Smiles ((PSQ)) has been removed from Wilsons' list of Conviction Calls following an already strong rally
in the share price in anticipation of businesses resuming to 'normal' post lockdowns.
Stocks that have retained their inclusion are ARB Corp ((ARB)), Collins Foods ((CKF)), Aroa Biosurgery ((ARX)),
ReadyTech ((RDY00, and Plenti ((PLT)).
****
Lastly, stockbroker Morgans has identified 23 stocks with material catalysts revealing themselves during AGM
season. Notable opportunities are believed to be in Corporate Travel Management ((CTD)), Reliance Worldwide
((RWC)), Tyro Payments ((TYR)), and Lovisa Holdings ((LOV)).
Other stocks mentioned are a2 Milk ((A2M)), ALS Ltd ((ALQ)), Catapult ((CAT)), Credit Corp ((CCP)), Data#3
((DTL)), GrainCorp ((GNC)), ImpediMed ((IPD)), Incitec Pivot ((IPL)), Karoon Energy ((KAR)), Money Me ((MME)),
Micro-X ((MX1)), New Hope Corp ((NHC)), and Nufarm ((NUF)).
All-Weather Model Portfolio September Review
Share market volatility and All-Weather stocks in September, monthly review:
https://www.fnarena.com/downloadfile.php?p=w&n=05085E2D-05E6-F1CC-01A08A892D29F9E9
Research To Download
RaaS on AML3D:
https://www.fnarena.com/downloadfile.php?p=w&n=AC2486DF-EB6D-D76A-571F34A5CF9BCC94
(This story was written on Monday 18th October, 2021. 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 $450 (incl GST) for twelve months or $250 for six and can be purchased here (depending on
your status, a subscription to FNArena might be tax deductible):
https://www.fnarena.com/index.php/sign-up/
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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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This Report should be read in conjunction with our terms and disclaimer on page 17. 
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