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AUSTRALIA

Contract Uncertainties Weigh On Metcash
Brokers note an improving sales trend in food over the first half for Metcash, however the loss of significant
contracts continues to weigh on the outlook.
-Food earnings improve, assisted by reduced deflation
-Still a risk independent supermarkets may defect to Drakes
-Citi considers cash-flow yield less attractive because of earnings volatility
By Eva Brocklehurst
The outlook for grocery and hardware wholesaler Metcash ((MTS)) is improving, although the negative impact
from the loss of the Drakes and 7-Eleven contracts, and the prospect of renewing the FoodWorks contract, will
weigh on the stock in FY20.
Underlying net profit was $95.7m in the first half, down -4.6% but in line with, or better than, most
expectations. Food earnings (EBIT) were up 0.3%, assisted by reduced deflation.
While cash flow was weak, and the main disappointment for Morgan Stanley, a reintroduction of some working
capital should mean a recovery from FY21. Beyond this, an uplift in inventory should provide earnings leverage
as food deflation moderates.
Morgan Stanley forecasts a -4% decline in earnings in FY20 with a -7% decline in food earnings. Excluding the
impact of the loss of the Drakes contract and lower provision releases, earnings growth of 4%, similar to the

first half, is expected.
Macquarie is yet to find evidence that food earnings have reacted positively to the to the investment in
operating expenditure. As a result of the decline in earnings, margins contracted by -20 basis points to 1.9%.
What pleased the broker was that the grocer group, IGA, like-for-like sales were up 0.4%.
However, there remains a risk with this grocery chain, as the number of those with the IGA banner are
declining. There were 10 net closures of IGA stores over the half, although the company expects net openings
in the second half. There is also a risk, Macquarie adds, that independent supermarkets could defect to
wholesaler Drakes. Drakes has indicated it has been approached by independents but has to prove it will be
cheaper.
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Uncertainties
What is uncertain, in Credit Suisse's view, is a longer-term understanding of what the loss of Drakes and
7-Eleven contracts mean for the Metcash distribution system. The next significant contract renewal is
FoodWorks in September 2020.
Although supermarket wholesale sales, ex tobacco and contract losses, did grow in the first five weeks of the
second half, the broker is not sure that Metcash can stabilise profits in the near term.
Under its Mfuture program, Metcash is targeting savings of $50m over FY20 and FY21 to offset cost deflation
over the next five years. These initiatives are primarily around supply chain and logistics in the food business.
Capital expenditure is expected to rise as this program ramps up over the next 12 months. Citi estimates capex
of $86m in FY20 and $100m from FY21 to FY24. Food capex was expected to be $165m over five years but the
broker suspects this will be closer to $100m, as loans to store owners for the refurbishment program have been
lower than initially expected.
Metcash may be trading at a -50% discount to grocery retailers but a cash flow yield in mid single digits remains
far less appealing to Citi because of the earnings volatility. The broker is cautious about the ability of Metcash
to return to sustainable growth and unable to envisage catalysts for a narrowing of the valuation gap to peers.
Ord Minnett is more positive and upgrades to Accumulate from Hold, as valuation support has emerged and
there is an improving sales trends in food. Wholesale sales, excluding tobacco, are now growing and the
competitive dynamics in grocery retailing are more rational, so the broker is confident that the FoodWorks
contract can be maintained.
UBS agrees the outlook is improving and Metcash is the most leveraged of the listed grocers to price inflation,
although the uncertainty over contract terms is likely to weigh on valuation. Hence, while stock screens
attractively on valuation grounds, the broker envisages few catalysts until certainty over key contracts occurs.
Hardware
Significant synergies were realised in hardware, Ord Minnett points out, although the external environment,
especially trade, is more difficult and there was a loss of a major Queensland customer. Yet hardware sales
contracted -4.5% in the half-year and were weaker than Macquarie expected.
The company believes it is not losing share in tradies, despite the push by Bunnings ((WES)) into the category.
Metcash acknowledged some competitors were experiencing reductions in sales in line with the fall in housing
approvals but pointed out DIY is performing well. Macquarie notes Metcash would not comment on the
acquisition of Total Tools, speculation about which was in the press recently.
The company continues to increase the focus on fresh food, intending to complete its trial of Kitchen
Pantry by the end of FY20. Metcash has also increased the number of units in private-label liquor. In this
space, as it moves online, Macquarie suspects the company will face headwinds.
The broker welcomes the investment in online but notes this is a highly competitive market and IGA is moving
slowly. Macquarie also believes, despite suggestions to the contrary, that Amazon is unlikely to partner with
Metcash in the Australian grocery market. Metcash has indicated no discussions have been held.
FNArena's database has it all, two Buy, two Hold and two Sell ratings. The consensus target is $2.76, signalling
-0.5% downside to the last share price. The dividend yield on FY20 and FY21 forecasts is 4.5% and 4.6%
respectively.
See also, Metcash Under Scrutiny After Losing 7-Eleven on November 25, 2019.
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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Boral's US Windows Issue Bothers Brokers
Boral has identified financial irregularities in its North American windows business and brokers expect the
investigation to weigh on the stock for some time.
-Was there a substantial deterioration in US windows in FY19?
-Investigation likely to overhang the stock until findings released
-Macro economic conditions are soft in Australia
By Eva Brocklehurst
Boral ((BLD)) is in a spot of bother. The company has identified financial irregularities in its North American
windows business and has retained lawyers and forensic accountants to investigate further while still assessing
the impact.
The windows business, part of the Headwaters acquisition in 2017, is financially separate from the rest of Boral
and generated US$158m in revenue in FY19, or around 15% of US building product revenue.
Hence, as Macquarie points out, the initial estimate of a -US$20-30m impact to operating earnings (EBITDA)
from mis-reporting is significant. The discrepancies relate to inventory, raw materials and labour costs.
Moreover, as US building products earned a 16% operating earnings margin in FY19, UBS suggests this original
estimate of the impact could reduce profitability in the windows business to zero.

Headwaters only acquired the windows business in late 2016, for US$240m, just ahead of the Boral takeover.
This was one of three divisions that did not have any overlap with Boral's existing US business, the others being
blocks and energy technology.
The former has since been sold and energy technology makes a minor contribution to revenue. Hence, Boral is
confident the irregularities are contained to windows. UBS understands Boral did not integrate windows
because the division was deemed non-core.
Why 14 months?
The mis-reporting of the financials relates to 14 months from September 2018 to October 2019. Brokers query
why the division was able to mis-report for some time before this was uncovered, and Citi suspect it will raise
4

credibility concerns for management.
UBS recently downgraded to Neutral, citing concerns about the earnings skew to the second half, that was
partly the result of reduced traction in the US building products division. The broker believes, ultimately, this
latest development will weigh on an already poor market perception of the Headwaters acquisition and
prevent the stock from re-rating higher.
Citi agrees, believing the investigation will act as an overhang until the findings are released. Morgan Stanley,
meanwhile, had highlighted the decline in US earnings over the last two years, ex synergies, and expects this
will prompt a further review by investors of the US operations.
The broker points to the complexity of the company's organisation and the potential value creation that
could occur from streamlining. In the short term, Morgan Stanley agrees negative sentiment will weigh on the
share price.
Credit Suisse, while noting the windows division falls outside of central finance functions, flags the fact
Boral conceded amid further questioning that fly ash is also partly decentralised. Hence, was there a dramatic
deterioration in windows in FY19? Or was past profitability overstated?
Outlook
Ord Minnett remains increasingly concerned about the outlook for the North American division and assesses the
return on funds employed now appears to have been shy of 5% in FY19, raising the risk of impairments at some
point.
While Boral Australia is a better quality business, the broker notes the cycle is working against it. Ord Minnett
downgrades to Lighten from Hold on the back of re-basing North American earnings, and lowers earnings
forecasts for Boral Australia in the light of soft macro economic conditions.
Citi anticipates consensus estimates for operating earnings will be downgraded and has reduced its FY20
forecasts for earnings per share by -7.7%. At this stage FY21 forecasts are unchanged.
FNArena's database has four Hold ratings and one Sell (Ord Minnett) for Boral. The consensus target is $4.59,
signalling -0.4% downside to the last share price. This compares with $4.84 ahead of the announcement. The
dividend yield on FY20 and FY21 forecasts is 4.6% and 5.0% 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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Bellamy's Price Tag Doesn't Equal An Australian
Icon
Marcus Reubenstein of APAC News looks behind the acquisition of Bellamy’s and Lion Dairy by Chinese giant
China Mengniu and asks whether criticism of those deals on foreign ownership grounds is justified?
-

Bellamy’s is far from being an iconic Aussie company
There is enormous corporate activity in the global dairy sector
Fear of Chinese foreign investment swamping Australia is not supported by facts
The US remains far and away the dominant foreign stakeholder in corporate Australia

A week after approval of its takeover of Bellamy’s, China Mengniu picks up a bundle of Australia’s
best-known dairy brands… and some criticism as part of the bargain
27 November 2019 | Marcus Reubenstein
Bellamy’s $1.43 billion price tag doesn’t equal an Australian icon
This week’s announcement of the sale of a portfolio of well-known Australian dairy brands, including Dairy
Farmers, Big M and Pura, to China’s second largest dairy company has captured headlines well beyond the
financial pages. Pending approval, China Mengniu’s A$600 million acquisition marks the end of Japanese-owned
Lion Dairy & Drinks’ foray into Australia’s dairy business.
Now that it’s been announced the new owners are Chinese, the prospect of foreign ownership of brands
stacked in Australian supermarket fridges has raised the expected alarm and criticism. It’s also raised the
question: just what constitutes an ‘iconic’ Australian brand?
Last week HK-listed China Mengniu received Australian government approval to acquire Tasmanian baby
formula brand Bellamy’s Australia ((BAL)) for A$1.43 billion. China Mengniu, which is part-owned by the
Chinese government, was founded in Mongolia in 1999. The Chinese government established its stake in the
business in 2009. Up until recently Mengniu focused solely on the China market but, along with every major
global dairy company, is looking to expand its reach.
Bellamy’s an Australian icon?
A burning issue which hovers around foreign ownership is how appropriate is it for Australian companies to fall
into foreign hands? Australia’s Foreign Investment Review Board was established in 1976 to answer such
questions. For brands considered part of the national identity, the idea of control, and profits, heading
offshore is not palatable to some.
Whether China is grabbing iconic brands at a greater or more alarming rate than any other nation is a question
of debate. However, Arnott’s Tim Tams, Rosella Tomato Soup, Bushell’s Tea and Uncle Toby’s Oats are among
a host of Australian icons hived off by foreign owners, long before China’s economic rise.
Yet the Foreign Investment Review Board’s (FIRB) approval of China Mengniu’s takeover of, Tasmanian
company, Bellamy’s raised questions by a number of people in both media and politics.
In particular, federal independent Tasmanian MP, Andrew Wilkie, who rose in the parliament, prior to the FIRB
review, saying, “Many Australians will be wary for all sorts of reasons… we don’t want Bellamy’s Australian
workforce to be gutted.” He added the FIRB should be “prepared to stop the sale if need be.”
After the sale received Australian Government approval, he told Sky News he supported foreign investment
but opposed the deal because Bellamy’s is “an iconic Australian company”. A cursory look at the company’s
brief history suggests otherwise.
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Not a cow in sight
Simon Evans of the Australian Financial Review profiled the company earlier this month, under the telling
headline “Building Bellamy’s without a single cow nor blade of grass”.
Evans’s take: “Peer closely behind the curtains at infant formula company Bellamy’s Australia and there’s not
a lot to see when it comes to physical assets.
“The infant formula group to be swallowed by a Chinese firm is capital light, which means it is a front-end
marketing business… it has one of the more extreme versions of the capital light model,” wrote Evans.
Bellamy’s has been a listed entity for just five years – its IPO conveniently timed to come just weeks ahead of
the signing of the China Australia Free Trade Agreement. The company was established 15 years ago; does not
actually produce any infant formula, instead sources it mainly from Europe; and has less than 150 employees.
Though the Bellamy’s website boasts an “Our Farms” section across its home page navigation bar, a careful
reading of that section reveals that Bellamy’s sources milk products from farms but doesn’t make reference to
the company actually owning one. Nor is there a suggestion that it owns any of the pictured cows lazily
grazing across the meadows (see image above).
Says, Morgans stockbroking agriculture analyst, Belinda Moore:
“It is a brand and marketing company that used to source all its milk powder from Europe and is now
trying to source more powder from Australian producers. From a foreign investment standpoint, Bellamy’s
is hardly a strategic asset.”
The latest China Mengniu deal
In simplistic terms, this latest deal represents the transfer of ownership of an Australian milk company from a
Japanese beer company to a Chinese milk producer. The value of the cash sale, subject to ACCC and Foreign
Investment Review Board approval, is A$600 million.
Lion Dairy is ultimately owned by Tokyo-listed Kirin Holding’s Co., Japan’s second largest beer brewer. It
acquired its Australian dairy portfolio five years ago, but the company has been looking for a buyer/s of its
dairy assets for more than a year.
The Japanese company still owns ‘iconic’ Toohey’s beer; and with summer fast approaching thirsty Australians
can head to Dan Murphy’s bottle shops and grab a six-pack of Toohey’s Extra Dry for around ¥1,400. You could
call it US$12.80, given the overwhelming majority of shareholders in Dan Murphy’s parent company,
Woolworths ((WOW)), are in fact Americans (see below).
In providing an update on the potential sale in April of this year, Lion CEO Stuart Irvine confirmed the company
had taken a A$530 million write down on the dairy business – hardly an indicator of stellar performance.
7

The Lion Dairy & Drinks business employs around 2,300 people across Australia with some people based in
Singapore, Malaysia and China. Its portfolio includes Dairy Farmers, Pura, Dare, Farmers Union, Yoplait, Daily
Juice, The Juice Brothers and Berri.
Much of the Australian media reporting has been built on the showcasing of these iconic brands under
somewhat alarmist headlines of potential Chinese ownership. For the most part, mention of the brands already
being owned by a Japanese company is buried in the text. Some stories didn’t mention the current owners
were Japanese at all.
Lion’s cheese deal smelling like roses
Last month Lion Dairy’s Japanese owners sold the company’s Australian cheese business to Canadian dairy
giant Saputo Inc, acquired through its subsidiary, Saputo Dairy Australia.
Among the iconic Australian brands served up on the cheese deal were King Island Dairy, Tasmanian Heritage,
Mersey Valley and South Cape. That A$280 million transaction, however, hardly raised a concern outside of
Tasmania, home to its two production facilities and 400 employees.
In August, China Mengniu’s major Chinese competitor, Yili Group completed its takeover of financially troubled
NZ dairy co-operative Westland Milk for NZ$588 million. Unlike Bellamy’s, Westland can lay claim to being an
iconic company; in stark contrast to the bovine starved Bellamy’s operation, Westland’s original co-op
members have somewhere in the vicinity of 200,000 cows.
With the co-op already relying on NZ government loans, the deal was “bittersweet” according to dairy farmer
and former Westland Milk director Katie Milne, who is also president of Federated Farmers. However, on
average each farmer walked away with around NZ$500,000, which the co-op’s former chairman Pete Morrison
called a competitive payout which could not have been delivered any other way.
There were some foreign ownership concerns expressed in New Zealand but nowhere near the commentary
generated by China Mengniu in Australia.
A global dairy M&A every second day
There is nothing out of the ordinary with China Mengniu’s corporate activity.
According to a leading global dairy industry report produced by Rabobank, in 2018 there were 111 mergers and
acquisitions globally, with 127 transactions in 2017. In the last 18 months there have been 196 mergers and
acquisitions, 109 of which are cross-border or regional transactions. This roughly translates to a global dairy
industry merger and acquisition every two and half days for the past three years.
Rabobank found that of the Global Dairy Top 20 companies (China Mengniu ranks 10th) all but one was
involved in mergers, acquisitions or disposals. In total, those 19 companies completed more than 75
transactions in the 18 months to August 2019. According to report co-authors, Saskia van Battum and Mary
Ledman:
“None of the (global dairy) deals, however, was a real game changer.”
As for China they say, “Increasingly fierce competition in the domestic market forces Chinese Yili (China’s
number one dairy) and Mengniu (China’s number two) to look overseas for growth.”
How big is China’s piece of Australia?
In talking down China Mengniu after the Bellamy’s deal, federal MP Andrew Wilkie told Sky News, “They’re
(China) now only second to the United Kingdom as far as foreign investment in this country.” This statement
does not bear up to scrutiny. Mr Wilkie’s office was contacted by APAC News, asking if he wished to clarify his
remarks, however at time of publication there has been no response.
Australian Department of Foreign Affairs and Trade (DFAT) statistics show, as of the end of 2018, the United
States remains far-and-away the biggest foreign investor in Australia. Britain is ranked second and China is
down the list, only ranking ninth.
China’s investment in recent years has accelerated enormously but it still only accounts for 1.8% of total
accumulated foreign investment. While US investors have 26.7% of the pie, followed by British investment
which is 16.4% of the total.
Belgium is third on the list of foreign investors in Australia, the tiny Western European nation has five times
the level of investment in Australia’s economy as does China. Other small nations, Singapore, Netherlands and
Luxembourg all hold bigger stakes in Australia’s economy than China.
Who owns shares in Australia’s biggest companies?
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Who owns shares in Australia’s biggest companies?
Shortly after the May 2019 Federal Election, Professor Clinton Fernandes of UNSW analysed which Australian
listed companies had significant US ownership. Looking at the 20 largest companies listed on the ASX, he found
that 15 were majority owned by US investors, while three others were 25% owned by US investors.
Fernandes found that Australia’s four major banks – which directly hold eight out of every ten residential
mortgages in Australia – are all majority owned by US-based shareholders. The 20 companies he reviewed make
up almost half of the value of all companies listed on the ASX.
Among the ASX20 he found that Woolworths has the second highest level of US share ownership; that company
is one of the main retail outlets of milk in Australia.

China ownership concerns
China is engaged in a trade war, albeit one in which is a resolution is likely, with the United States. Thus, any
company with the support or partial shareholding of a government, has a possible advantage in international
trade. Tariffs, quotas and import duties are managed by governments, who should be striking deals in their
national interest.
In that context, cross border acquisitions involving companies with part Chinese government ownership should
be open to scrutiny; this is presumably one of the key factors that Australia’s Foreign Investment Review Board
examines when approving cross-border deals.
However, unlike the US, Australia and China already have a comprehensive free trade agreement in place.
Prior to ChAFTA’s signing, one of the clear understandings of that agreement – to both Australian government
and business – is that China is a state-planned economy where the state has significant ownership in
commercial businesses.
China Mengniu’s biggest shareholder is the state-owned China Oil and Food Corporation (COFCO) but it is a
publicly listed company with shares traded on the Hong Kong Stock Exchange. Financial data analysts, Simply
Wall Street published a report which estimates 28% of Mengniu stock is held by retail investors with 31% owned
by private companies. While its business is concentrated in China, the company has followed the lead of many
multi-nationals through its incorporation in the tax haven of the Cayman Islands.
Though not necessarily an impediment to the China Mengniu transaction, the announcement of the Lion Dairy
purchase comes at a time of strained diplomatic relations between Australia and China. Against this backdrop,
9

purchase comes at a time of strained diplomatic relations between Australia and China. Against this backdrop,
heightened media and regulatory scrutiny is to be expected, as is a proper examination of the definition of an
Australian ‘icon’.
APAC.NEWS covers China-related business, finance and property across, Australia and the Asia Pacific. Editor
Marcus Reubenstein has more than twenty years of media experience, spending five years at Seven News in
Sydney and seven years at SBS World News where he was a senior correspondent. He has contributed business
stories to most of Australia’s major news outlets. Internationally he has worked on assignments for CNN,
Eurosport, Xinhua News Agency and the Olympic Games Broadcasting Service.

Content included in this article is not by association the view of FNArena (see our disclaimer).
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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Pressure Grows On Estia Health
Estia Health has reduced guidance for FY20 amid pressure on occupancy rates and revenue as the negative
fallout from the aged care Royal Commission continues.
-Expansion in the supply of higher-care places could cause sector weakness to be protracted
-Homecare packages expected to expand by 60% by FY21
-Government relief unlikely until after the final report from the RC
By Eva Brocklehurst
Like the banking Royal Commission before it the current RC inquiry into the aged care sector has put the cat
among the pigeons. For Estia Health ((EHE)) the negative publicity post the interim report from the Royal
Commission has put pressure on occupancy rates.
Ord Minnett suspects occupancy is the largest single factor that led to the -10% reduction in FY20 operating
earnings (EBITDA) guidance and an even larger reduction in profit expectations. Occupancy rates have slipped
-0.6% since August, to 93.5%.
FY20 operating earnings are now expected to be $78-82m on mature homes vs $86-90m guided in
August. Guidance excludes the earnings drag from new homes at Southport and Maroochydore, direct costs
associated with the Royal Commission and a $7m profit on the sale of Mona Vale.

Moelis points out industry-wide weakness in occupancy appears to have been exacerbated by the
maximum permissible interest rate (MPIR) on the daily accommodation payment (DAP) falling to 4.98% in the
second quarter of FY20 from 5.96% in the fourth quarter of FY19.
The broker, not one of the seven stockbrokers monitored daily on the FNArena database, reduces FY20
operating earnings estimates by -13% across the whole aged care portfolio to reflect lower occupancy and
revenue assumptions. Moelis, while acknowledging the difficulties, is still comfortable upgrading to Buy on a
12-month view, with a reduced target of $2.78.
11

Hopefully, the pressures from negative publicity will be short lived, although the latest data on the expansion
in the supply of higher-care places in the sector could cause weakness to be protracted, Ord Minnett suspects.
Average daily revenue rates in the first half to date are up 1.5% and UBS considers this predominantly driven by
the discounting of both additional service packages and room prices, in order to support occupancy. Overall
costs in the first half to date are in line with the broker's estimates.
UBS updates assumptions and this results in a downgrade to estimates of earnings per share of -18-19% for
FY20-22. This update is just the latest indication for the broker that residential aged care demand is soft and
operators are struggling as overall bed supply expands.
Homecare Packages
UBS believes a confluence of factors will continue to drive deferrals in demand, including negative public
sentiment and the rapid expansion of homecare funding. In the latter instance, the broker points out there
were 84,000 people waiting for a package as of June 30 who were already approved for residential aged care
admission.
With the total number of homecare packages expected to expand by 60% by FY21, the broker assesses a
significant portion of people will continue to defer and in some cases forego admission to residential aged
care under the presumption they will receive a package in the near term.
Government Relief
While some industry bodies are urgently calling for the government to boost funding, Ord Minnett doubts this
will occur, given the clear advice from the Royal Commissioners. Macquarie agrees and anticipates further
headwinds to occupancy from increased funding for higher-care packages and the removal of 6000 younger
residents from facilities, the latter being a directive from the interim RC report.
Moreover, the broker contends a reduction in sedation, widely criticised in the RC as being over-used in these
facilities, is likely to increase the wage expenses for operators as more staff will be required. The broker
struggles to identify any major policy changes to support operators until the final report from the Royal
Commission is handed down in November 2020.
UBS suspects a circuit breaker may eventually be forthcoming. After the Royal Commission tables its
recommendation, the broker expects the government to move on longer-term sector reforms, including
addressing the funding framework.
This could involve a replacement for the aged care funding instrument (ACFI) and some level of resident
funding deregulation. The broker assesses the business is a quality operator with one of the largest residential
care portfolios in Australia and it could leverage an improving demand profile over the next decade. In the
near term, UBS is cautious.
FNArena's database has four Hold ratings for Estia Health. The consensus target is $2.50, suggesting 3.3%
upside to the last share price. The dividend yield on FY20 and FY21 forecasts is 5.4% and 4.8% respectively.
See also, Aged Care Moves Into The RC Spotlight on September 20, 2019.
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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Bumpy Road Ahead For Viva Energy
Viva Energy has had a difficult year amid a continued deterioration in retail margins. However, top-line
revenue remains strong and fuel volumes are up.
-Timing lags in commercial fuel contract renewals puts pressure on margins
-Earnings opportunity over the next 2-3 years amid improving retail volumes
-Path towards retail fuel expansion likely to remain bumpy

By Eva Brocklehurst
As largely expected, Viva Energy ((VEA)) has guided to a continued deterioration in retail margins while fuel
volumes have remained firm. All divisions are likely to have posted weaker earnings over 2019.
Top-line revenue remains strong and volumes are up 4.3%. However underlying net profit guidance of
$135-165m is -10% below consensus estimates at the mid point. Operating earnings (EBITDA) guidance for 2019
is $625-655m which compares with $770m in 2018.
It has been a difficult year for the company, Morgans points out, with refining, retail and commercial segments
all under the pump at various points in time. The broker trims estimates for 2019 in line with the guidance,
which means a -23% reduction in 2019 estimates for earnings per share.

Commercial
In commercial fuel, guidance implies a reduction of -13-17% in operating earnings, implying a step-down in the
second half, given margin pressure on contract renewals and rising freight costs which have not been passed on
until after the expiration of short-term contracts.
However, UBS notes the market is rational and Viva Energy is winning share and the main issue has been
about the timing of contract renewals and the lag between cost versus price increases. The broker suspects
13

commercial earnings growth is unlikely to outpace retail over the next three years.
Credit Suisse calculates guidance for the fuels marketing segment as a whole implies a -16% reduction in
operating earnings/litre in the second half. A number of short-term factors have affected refiner margins in the
second half such as light sweet crude premium and an adverse turn in transport markets.
Credit Suisse expects refining margins will deteriorate following the IMO2020 transition. In contrast, while
refining margins remain difficult to forecast, Morgan Stanley expects them to be higher in 2020.
Retail
Meanwhile, retail margins have continued to deteriorate in December with both diesel and automotive gasoline
down. Costs have clearly been an issue here is well. Volumes were better, up 9% in the second half, as the
company is regaining retail market share.
Morgan Stanley observes some of the growth in volumes appears to relate to non-alliance volumes, which are
lower margin, and notes with interest that Viva Energy's retail business went backwards (modestly) half-on-half
whereas Caltex Australia ((CTX)) improved.
UBS points out its forecasts assume no gain in share and/or benefit from a second airport in Sydney over the
long-term but Viva Energy is well-positioned on that score.
The company has, by its very nature, a volatile business and this is reflected in a high PE discount to the
market. Nevertheless, the broker envisages a significant earnings opportunity over the next 2-3 years amid
improving retail volumes, while 2019 and the first half of 2020 are likely to reflect a period of reinvestment.
Credit Suisse finds the valuation reasonable albeit not compelling while potential sale of the company's
interest in Viva Energy REIT ((VVR)) could be a potential catalyst for capital management.
Coles
Since the new fuel deal with Coles ((COL)), the company is targeting alliance volumes of 70-75m litres per
week which is below the more than 100m litres recorded in 2015. UBS considers the strategy is sound, while
Morgans notes volumes have continued to pick up despite the larger-than-expected drop in retail earnings..
Yet the broker suspects consensus estimates in this regard are optimistic. Averaging 65m litres of fuel per week
in the December half, Morgans assesses Viva Energy is well-placed to recover retail earnings if it can maintain
a similar market share once it returns to a pricing strategy that is typical of more premium retailers.
Ord Minnett notes lower prices from the previously higher-priced Coles Express, and for that matter,
competitor Woolworths ((WOW)) sites have meant growth is well ahead of population, fuel demand and store
sales.
Nevertheless, with a stronger independent sector that has a potentially different return-on-capital hurdle and
time horizon, the path towards retail fuel expansion is likely to remain bumpy. Morgan Stanley, too, remains
confident the retail strategy is taking shape and profitability will build in 2020.
FNArena's database has three Buy ratings and two Hold. The consensus target is $2.21, suggesting 11.5% 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.
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Scentre Group Prioritises Garden City
Scentre Group has acquired 50% of the prestigious Garden City shopping centre in Perth although, in a
depressed Australian retail sector, most brokers are lukewarm on the deal.?
-Caution prevails with regard the deal, given retail asset valuations in Australia
-Highly productive asset, although affected by redevelopment
-Smaller redevelopment improves the likelihood of some project income being generated
By Eva Brocklehurst
The broker jury is not unanimous about Scentre Group's ((SCG)) latest acquisition, a high-quality asset and one
of the "Big Guns" in national rankings. The transaction for 50% of the property increases external assets under
management by $570m and should provide ongoing annuity income.
Garden City shopping centre is in Booragoon, a suburb of Perth, and AMP Capital Diversified Property Fund,
which achieved a 3.6% premium to the last valuation on the sale, will retain the remaining 50%.
The vendor had planned to divest 100% but then changed the process, which Morgan Stanley posits may have
stemmed from a lack of interest from potential buyers. Or maybe the vendor simply decided against it.

Garden City was obtained at a fair price and relatively opportune time, given the negative retail sentiment at
the moment. This is how Ord Minnett views the acquisition, which will be funded from debt initially and
marginally accretive to earnings from 2020.
Development management fees, probably in 2021, are also on the slate. Scentre Group has deferred the
re-development of its Stirling asset, also in Western Australia, which had involved a potential expenditure of
$600-700m, as it prioritises Garden City.
Credit Suisse understands the strategic reasons behind the acquisition but suspects investors will be a little
cautious about the deal, and retail asset valuations in Australia generally.
On the subject of structural and cyclical headwinds in retail, Morgan Stanley questions the investment,
although being just a 50% stake somewhat proves the company's capital partnering ability. Nevertheless the
purchase is consistent with the company's strategy of owning the most productive centres. In sum, Scentre
Group has effectively traded out of the Sydney office segment and recycled money into Western Australian
retail.
The passing yield is just 4.7%, partially because of the impact of pre-development works. Citi assesses the
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price was -5% below levels mentioned in recent speculation i.e. $1.2bn for 100%.
The broker considers a stabilised yield of 5.14% more representative, as this accounts for the centre's income
being affected by previous redevelopment plans. On this basis the yield appears better than Burwood, which is
a less productive Sydney asset, at 4.8%.
Garden City is highly productive, the best in Perth in Ord Minnett's view, and was jointly owned by Westfield
and AMP ((AMP)) entities until 2012. Specialty sales per square metre are around $15,300, ranking the shopping
centre fourth nationally in the 2018 Big Guns survey.
Development
The catchment area is highly affluent and there is limited competition. Scentre Group had potential to earn
material project income providing design and construction services for a major expansion that was recently put
on hold. Hence, Morgan Stanley acknowledges the company knows the asset very well. The exact timing and
scale of the downsizing is anticipated by the February 2020 results.
A new development scheme will be unveiled and the company appears confident a project will ultimately
proceed. This may reduce the maximum project income potential, Citi points out, but improve the likelihood
of some project income being generated.
Some may consider the reduction in the maximum project income a negative, amid an increase in gearing, yet
Ord Minnett asserts this is a sensible acquisition, given development leasing challenges and competition from a
development at nearby Karinyup.
The broker would be unsurprised if Scentre Group sells down share and/or one of its wholly-owned assets to
offset the impact on the balance sheet, as it did with Burwood following acquisition of Eastgardens, both in
Sydney.
Scentre Group intends to continue its $800m buyback, which is 35% complete to date. The company has
specifically stated that the Eastgardens scenario will not recur. In this instance management did not
repurchase any more securities in the 2018 buyback after $720m was spent acquiring Eastgardens.
As the acquisition is to be funded by debt, other trade-offs are required, UBS highlights, such as the deferral of
Stirling. Gearing remains elevated because of the current outlook for retail assets and potential for further
declines in valuation.
Hence, UBS is lukewarm about the retail sector relative to office/industrial segments, given structural
headwinds to income and the backlog of assets for sale. The broker suspects the market would have preferred
outside capital was introduced alongside Scentre Group to prove up asset values.
FNArena's database has two Buy, one Hold (UBS) and three Sell ratings for Scentre Group. The consensus target
is $3.87, signalling 0.7% upside to the last share price. The dividend yield on 2019 and 2020 forecasts is 5.9%
and 6.0% respectively.
Find out why FNArena subscribers like the service so much: "Your Feedback (Thank You)" - Warning this story
contains unashamedly positive feedback on the service provided.
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Charter Hall Convoy Alights At BP Australia
Property fund manager Charter Hall and its convoy of investment vehicles have alighted at some significant
property, including the Huntingwood site of the famous Arnott's Biscuits in Sydney.
-Are concerns regarding Charter Hall's performance fees justified?
-Valuation of CLW becoming a hurdle for Macquarie
-CQR preferred by Morgan Stanley because of non-discretionary retail bias
By Eva Brocklehurst
Charter Hall Group ((CHC)), the property fund management company, and its convoy of listed investment
vehicles have been busy, totting up $1.25bn in acquisitions recently.
Three vehicles has combined to acquire some significant property on a sale and lease-back arrangement via a
managed partnership of 49% of 225 convenience retail petrol stations from BP Australia. BP Australia retains
the other 51%.
The Huntingwood manufacturing site of the famous Arnott's Biscuits company in Sydney has also come under
the group's purview, with Charter Hall Long WALE REIT ((CLW)) and Charter Hall Prime Industrial Fund
(unlisted) taking a 50% stake each.

UBS upgrades CHC to Buy, increasingly convinced of the company's ability to raise and deploy third-party
equity/debt. Over FY20 to date Charter Hall Group has raised more than $2bn and increased assets under
management by around $7bn to $38bn. The broker suggests concerns regarding peak performance fees in FY20
and the fundamentals of the Sydney/Melbourne office market are unjustified, given the momentum across the
broader platform.
Macquarie, however, suspects growth in earnings per share may become more challenging in FY21, depending
on the outcome for performance fees, although acknowledges the low interest rate environment is
supportive of the deployment of funds into real estate.
Funds under management growth has averaged 18% since 2014 for CHC and UBS suspects it could beat the 30%
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now flagged in new guidance for FY20. The broker is comfortable assuming 6-8% growth, which incorporates
$800m per annum in net equity being raised.
The weighted average lease expiry (WALE) of the petrol stations is 23.4 years and the BP tenant covenant, as
well as triple net leases, allows the acquisition to be funded by debt at 50% leverage. Citi considers the PE
(price/earnings) multiple of CHC, at 18x, undemanding for a business that can generate more than 20% growth,
allocating the stock as a top pick for the sector.
FNArena's database has three Buy ratings and one Hold for CHC. The consensus target is $12.84, suggesting
13.2% upside to the last share price.
So, which owns what?
In what UBS describes as a “Jatz Cracker of an acquisition” CLW has bought a 50% share in Huntingwood for
$199m, as well as a 50% share in the managed partnership of the BP Australia service stations for $420m.
As a result of the transactions, CLW's weighting to the east coast rises to 74% and CPI-based rent reviews
increase to 44% from 34%. UBS had suspected it may be difficult for CLW to acquire assets accretively without
increasing risk/leverage but this acquisition is 1% accretive in FY21-24.
CLW will partially fund its acquisitions by a $350m institutional capital raising. Macquarie considers these good
transactions in isolation, although finds the valuation of the stock a hurdle.
Citi notes investor concerns regarding the rents at the Arnott's site but points out the facility includes office,
cold storage and high-bay industrial buildings that generate higher rents per square metre vs traditional
industrial uses.
The broker reiterates a Buy rating, noting the asset base of CLW has grown to $3.6bn - and up 71% in the last
six months - which highlights the potential for significant ongoing growth.
There are two Buy, one Hold (UBS) and one Sell (Macquarie) ratings for CLW on the database. The consensus
target is $5.60, suggesting 3.6% upside to the last share price. Dividend yield on FY20 and FY21 forecasts is
5.2% and 5.5% respectively.
BP Australia Sites
The managed partnership consists of CHC (20%), CLW (50%) and Charter Hall Retail REIT ((CQR)) with 30%. The
partnership's 49% interest is valued at $840m at a passing yield of 5.5%. CQR's stake takes its weighted average
lease expiry of the portfolio to 7.2 years from 6.5 years.
Gearing at the partnership level is 50%, which means CQR's equity commitment is $137m, of which $117m will
come from the divestment of five shopping malls, in order to maintain gearing within its 30-40% target range.
CQR has announced plans for a further $100m in non-core asset sales, without which Macquarie assesses
'look-through' gearing would be 39%, and upgraded FY20 guidance for earnings per share to growth of 2.2%.
Morgan Stanley, despite the “good” news is Underweight on the stock because of a bearish view on the retail
sub-sector under coverage. CQR is still preferred amongst the retail pure-plays because of a bias towards
non-discretionary retailers and a distribution yield of 6.4%.
Macquarie is attracted to the sustainable free cash flow yield but, given the limited growth profile, also
retains an Underperform rating while Citi assesses the announcements are broadly neutral for both earnings
and the valuation, particular once the additional disposals are completed.
The database has three Hold and three Sell ratings for CQR. The consensus target is $4.12, signalling -10.0%
downside to the last share price. The dividend yield for FY20 and FY21 is 6.4% and 6.5% respectively.
Find out why FNArena subscribers like the service so much: "Your Feedback (Thank You)" - Warning this story
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Material Matters: Coal, Copper & Gold
A glance through the latest expert views and predictions about commodities. China's growth; environmental
issues; coal; copper; Oz gold and base metal equities.
-Pressure on China's economy building but steel still robust
-Impact of environmental issues on commodity markets likely to grow in 2020
-China's coking coal production remains below 2014 peak
-Australian gold equities pullback now beyond spot price decline
By Eva Brocklehurst
China's Growth
Pressure on China's economy is building. Longview Economics points to a deterioration, as speculative capital is
leaving China. This is reflected in tightening liquidity for small regional banks, rising non-performing loans and
indications China's banking system is "too tight". Meanwhile, the trade war with the US is affecting the
manufacturing sector.
Exports and imports are shrinking and the manufacturing PMI (purchasing managers index) has generally been
below 50 in the past 12 months. Numbers below 50 indicated contraction whereas numbers above 50 indicate
an expansion.
The main issue, in Longview Economics' view, is whether the signs of stress in the financial system and the
economic weakness will spread and/or intensify. On balance, in the absence of increased stimulus, an
acceleration of Chinese economic growth remains unlikely in 2020.
Platts data indicates the record steel output reported in China in 2019 was not overstated but rather driven by
a surprisingly robust property construction market. Winter output cuts are no longer a concern for steel mills,
which will be able to maintain production should margins be favourable. Platts expects steel output to be
underpinned in 2020 by low interest rates, more proactive fiscal policy and low property inventory.
Resources Outlook
UBS believes December 15 will be a pivotal day for commodities, as the markets await news of whether US
President Donald Trump will put previously announced tariffs into effect. More tariffs are likely to weigh on
commodity prices, in particular base metals, while any Chinese stimulus is expected to favour bulk
commodities through infrastructure expenditure.
Meanwhile, global production reductions in coal have begun and prices are below the cost curve for
manganese, aluminium and alumina. Further cuts to production could be favourable for prices in 2020. UBS
expects manganese will rebound into 2020, with copper and aluminium also higher. Iron ore is expected to
decline over the year but remain strong at US$80/t. Lithium remains a story for the second half of 2020.
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Environmental Issues
ANZ analysts expect there to be a noticeable impact on commodity markets from environmental issues in 2020.
Tighter emissions regulations, such as IMO 2020, are expected to weigh on crude oil. The move to low-sulphur
fuel in shipping could also mean crude runs increase and stronger demand for LNG should also emerge.
Increased spending on renewable energy is also boosting demand for value-added minerals such as copper.
There has been a notable increase in wind and solar investment in China this year. For each megawatt of
capacity, wind generator use five times more copper in construction than do coal-fired or hydro generators.
The analysts calculate copper demand from the sector is up 20% and the trend is expected to accelerate in
2020.
Demand for higher grade iron ore should also rise as the analysts envisage another clean air campaign in China.
Tougher environmental regulations are also contributing to demand for palladium. Demand for thermal coal
imports to China is expected to weaken, as a new railway line was constructed to shift the transport of coal
from trucks to rail and reduce coal dust emissions. The completion of this is likely to boost domestic coal
consumption.
The analysts note energy companies are already re-directing capital away from the fossil fuel industry to
markets more aligned with the renewable energy sector. Hence, growth investment in oil, gas and coal
markets is expected to remain subdued and the impact should broaden to the wider resources industry. Capital
for use in energy and mining expansion will become harder to obtain as a result.
Coal
China's domestic coking coal market is more than twice the size of the seaborne market, Macquarie calculates.
Total coke production has grown strongly this year, reflecting strong steel production and a move away from
scrap to pig iron in the furnace as steel margins weakened. The broker points out metallurgical coke is mainly
used as a reductant in iron making and small quantities are also used in sinter and ferro alloy production.
In contrast to coke, steel production in China has grown by more than 100mtpa over the past five years. Coke
production remains below the 2014 peak as margins are small and low rates of utilisation and overcapacity in
the industry have meant profitability has lagged consistently.
While data on Chinese domestic coking coal production is problematic because of the abundance of
"cross-over" coals, several points can be made, Macquarie suggests. The domestic market is becoming
increasingly concentrated, with Shanxi now taking 50% market share, while hard coking coal output, in terms
of share, is declining. The vast majority of the industry remains profitable at current prices.
After reforming its steel, coal and aluminium industries, China's asset supervision and administration
department has proposed a plan to reduce over-capacity in the power generation sector. This proposal seeks to
retire between 1/4 and 1/3 of coal-fired power capacity in five provinces.
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retire between 1/4 and 1/3 of coal-fired power capacity in five provinces.
Macquarie notes this comes after several state-owned power plants declared bankruptcy this year, amid low
utilisation rates and weak electricity prices. At this stage, the current proposed cuts are dwarfed by new
capacity that is under construction, the broker adds.
Copper
Copper prices have risen to all-time highs in pesos amid protests in Chile. Chile is the world's largest copper
producer and accounts for around 30% of global mine supply. Usually copper prices and the peso are positively
correlated but since mid October the peso has collapsed, affected by ongoing protests by the Chilean
population. The protests are disrupting supply but only at the margin at present.
Citi does not assume major disruptions but the unrest is an upside risk for copper prices over the short to
medium term. Citi also suspects there may be less money from the government for future copper projects as it
seeks to appease the population. However, local miners may have more money to fund copper projects to the
extent that copper prices and the peso hold at current levels.
Globally, the broker notes copper's capital expenditure cycle has collapsed in recent years ,which has
supported prices and left copper leveraged to a 2020 economic upturn. Already, the bullish impact of slowing
copper mine expenditure has offset the bearish impact of a deteriorating global industrial cycle.
Gold
UBS believes gold equities were mostly overvalued in mid 2019 relative to the gold spot price. Subsequently, a
modest decline in spot gold to US$1470/oz has now driven a -20-30% decline in gold stocks. UBS assesses stocks
are now pricing in a gold price of US$1350-1450/oz.
In this environment, the broker prefers Northern Star Resources ((NST)), upgrading to Buy from Neutral. The
broker believes the fall in the share price can be partially linked to a loss of market confidence regarding the
turnaround at Pogo and is confident the turnaround is coming although it is behind target.
Meanwhile, Alacer Gold ((AQG)) is also a preferred stock as the investment case continues to improve. The
least preferred gold stock is Newcrest Mining ((NCM)) as UBS is concerned about the decline in production and
lack of free cash flow.
Base Metals
UBS upgrades Western Areas ((WSA)) to Neutral from Sell as the share price has declined -20% since October.
Western Areas remains highly leveraged to the nickel price which the broker forecasts lifting to US$8/lb by
2021. OZ Minerals ((OZL)) and Independence Group ((IGO)) remain the preferred base metal stocks, with UBS
noting a large number of options to deploy capital and new projects and expand production.
Find out why FNArena subscribers like the service so much: "Your Feedback (Thank You)" - Warning this story
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Growing Inequality Threatens Mining
Richard (Rick) Mills
Ahead of the Herd
As a general rule, the most successful man in life is the man who has the best information.
Growing inequality threatens mining
In the 1986 classic ‘Platoon’, Charlie Sheen’s character Chris Taylor tells everyone that he dropped out of
college to serve in the Vietnam War. This sets him apart from the other grunts and makes Taylor seem noble
and patriotic, giving up school to go fight in a war. But his credo is soon shot down by a black soldier
nick-named King, played by Keith David, who tells him:
“You got to be rich in the first place to think like that. Everybody know, the poor are always being f&$#8! over
by the rich. Always have, always will.”
Thirty-five years later, King’s world-weary cynicism is just as relevant. The rich are getting richer, inequality is
on the rise, and the middle class, which since the 1950s has been the backbone of the US economy, is
shrinking.
In 2018 the three highest-paid chief executives in the United States earned more than the output of several
countries. Tesla’s Elon Musk (#1 @ $513.3 million), Brendan Kennedy (#2 at $256M), the CEO of pot success
story Tilray, and Bob Eger (#3 @ $146.6M), the boss of Walt Disney Co., made a combined $914 million, more
than each of 11 countries that rank among the poorest in the world.

Celebrities are also raking it in like never before. Last year Taylor Swift earned $185 million. The 29-year-old’s
‘Reputation’ stadium tour grossed $266.1 million, the highest in US history. Argentinian soccer star Lionel Messi
scored $127 million including $35M in endorsements, Mexican boxer Canelo Alvarez weighed in at $94 million,
and Swiss tennis star Roger Federer pocketed a cool $93.4 million.
Meanwhile the average North American is going deeper and deeper in debt - their confidence to spend fueled
by continued low interest rates.
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Earlier this year consumer debt in the United States hit $4 trillion for the first time. Total credit card debt
surpassed $1 trillion, with the average American holding a balance of $4,923. A credit card survey quoted by
CNBC says more than one third of Americans, 86 million people, are afraid they’ll max out their credit card
when making a large purchase, which most considered to be anything over $100. The interest rate on credit
cards has risen from 15.11% in 2017 to a current average of 21.4%. That is despite the US Federal Reserve
lowering interest rates three times since August.
Canadians are also loading up on debt with vigor. In March of this year Statistics Canada reported the average
Canuck household was using a record 14.9% of its disposable income to meet debt obligations. Household net
worth, which is the value of Canadians’ assets minus liabilities, declined by 2.8% in the last quarter of 2018,
the largest drop on record, StatsCan says.
As incomes fail to keep up with spending, the difference financed by credit, the middle class is eroding - made
worse by a drop in the number of middle-income jobs, through off-shoring and automation.
The share of adults living in middle-income households declined from 61% in 1971 to just 50% in 2015.
Two-thirds of the 11% that were no longer middle class, migrated to upper-income levels, while a third
became poorer.
And that gap continues to widen. The richest 400 Americans now control more wealth than the bottom 60% it’s the greatest rich-poor divide since the 1920s.
A 2019 report by McKinsey Global Institute piles on more evidence of inequality getting worse. While the
consulting firm notes the gap between developed and developing economies is shrinking, particularly with the
rise of China and India, in many advanced economies, the trend is for the rich to pull away from the middling
and the poor:
For example, in 2014, the wealthiest 1 percent of people in G-7 countries owned about 27 percent of the
total wealth… In the OECD, wealth inequality has risen since 2000 on average in two-thirds of the member
countries, as measured by the ratio of mean-to-median wealth.
Economic disruptions and the widening of inequality over the past several decades have affected large
segments of the population in G-7 countries. Wages have stagnated for many, male employment has declined,
and the economy may have become more fragile, as market incomes increasingly fail to lift people out of
poverty. Market incomes for households were flat or fell for around 70 percent of households in advanced
economies in 2014 compared with similar households in 2005… At the same time, the cost of basic goods and
services, such as education and healthcare, has risen faster than overall inflation.

A 2016 report by the OECD examining the effects of the Great Recession found that the poorest 10% were
unable to recover from the blow dealt by the financial crisis. These people remain stuck in low-quality jobs,
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had more job insecurity and experienced higher long-term unemployment.
In contrast, the richest 10% rapidly bounced back, states the OECD report, via The Guardian: “By 2013/14,
incomes at the bottom of the distribution were still well below pre-crisis levels while top and middle incomes
had recovered much of the ground lost during the crisis.”
In the three years of the recession, 2017-10, the bottom 10% saw their incomes decline the most, 5.3%, while
the top 10% only dropped 3.6% drop. From 2010-16, the incomes of the richest 10% grew an average 2.3 versus
the poorest whose paycheques only increased by 1.1% - exacerbating inequality.
Chile, a warning
Why should we as resource investors care? The cold hard fact is, we aren’t investing in the poor. The reason is
the connection between inequality and social unrest, which certainly affects mining. We only have to look at
Chile to see this dynamic in action.
In October, a week of protests, riots and arson resulted in 19 dead and 7,000 arrested, with damage to
businesses and public transportation nearing $2 billion.
Thousands of people turned out to show their frustration not only with rising transportation costs, but
widening inequality and what some see as the government’s attack on the poor.
A state of emergency was declared and armed forces mobilized on the streets of Santiago for the first time in
nearly 30 years. Chile, the world’s largest producer of copper and with the most lithium reserves, is considered
among the most stable and business-friendly Latin American nations.
But many Chilean are poor. In fact Chile leads the OECD’s 30 wealthiest nations in inequality, followed by
Mexico, Turkey and the US. The richest 1% of Chilean society earns one-third of the nation’s wealth. Half of
the country’s workers earn less than 400,000 pesos per month (roughly US$550).

Privatization is also an issue. Many Chilean industries, including water, are in the hands of private companies.
While some believe the situation in Chile to be temporary and confined to cities, there are unsettling signs this
is far from the truth. Earlier this month a nation-wide strike caused delays and disruption across several
industries, including mining supply chains. Continued civil unrest could exacerbate copper supply constraints,
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according to research firm CFRA, via Marketwatch.
Last month protesters from indigenous communities blockaded a road, thus shutting down state-run lithium
miner SQM’s operations. On November 12, amid calls for a general strike, barricades blocked some roads and
the entry of buses and trucks carrying workers to mines in the Atacama Desert.
Globalization backlash
Growing inequality is to a large extent behind a negative reaction to globalization that has been morphing into
shape over the past several years.
Modern-day globalization is seen as the inter-dependence of national economies through cross-border
movement of goods, services, technology, capital and workers.
But 173 years of globalization has not resulted in its promised rewards. Income inequality, in the UK and the
US particularly, has never been higher, companies have left their home countries to set up factories where
labor is cheaper, and the ideal of the European Union offering free movement of labor leading to economic
growth has been lost amongst the wave of migrants turning up on European shores. These migrants compete
with locals for scarce jobs and are dependent, at least initially, on government handouts.
Globalization has also been assailed by automation, in particular the increasing use of robotics in factories,
which have displaced thousands of well-paid manufacturing jobs.
Donald Trump and other right-wing populists particularly in Europe such as France’s Marine LePen, Viktor
Orbán from Hungary and Norbert Hofer, leader of Austria's far-right Freedom Party, have said enough of
globalism - it’s time to go back to the idea of the nation-state where local workers and industries are
protected, and the rest of the world is walled off.
Inequality and populism
Inequality leading to populism is a trend most often observed in right-wing political parties and their leaders,
but it is also behind a groundswell of support on the left.
Consider the ‘Occupy Wall Street’ movement. Started by counter-culture magazine Adbusters with a campaign
encouraging thousands of Americans to hold protests in Lower Manhattan, the group’s messaging against
inequality, corporate greed and the influence of money in politics spread nation-wide, and across the world.
Occupy Wall Street is credited with spawning Black Lives Matter, NFL “take a knee” protests started by San
Francisco 49’ers quarterback Colin Kaepernicke, a campaign for a $15 per hour minimum wage, and the ascent
of Bernie Sanders.
In 2016 the forces of Occupy Wall Street reunited in support of Sanders, a Vermont senator, as a Democratic
presidential candidate. “Without a doubt, people who had been excited and frustrated by the [Occupy Wall
Street] encampment got sort of agitated to think about what they wanted to do next,” CNN quotes Todd
Gitlin, a Columbia University professor and author of ‘Occupy Nation: The Roots, the Spirit, and the Promise of
Occupy Wall Street.’ “Obviously, some of that spirit and some of those persons gravitated into the Bernie
Sanders movement,” he added.
Recently the American left has been energized by the Democratic Party’s run-off for a 2020 presidential
candidate to challenge Republican President Donald Trump.
Following the October Democratic presidential debate, Business Insider reported that A majority of the
American public, a handful of presidential candidates, and a group of ultra-wealthy Americans agree that the
United States needs a wealth tax to help close the growing wealth gap. In June, a group of 18 ultra-wealthy
Americans referred to Warren's plan in an open letter begging to be taxed more.
Leading contenders Sanders and Sen. Elizabeth Warren are both in favor of a wealth tax that would make the
richest Americans pay the federal government a percentage of their net worth every year.
As for whether the fall in incomes, living standards and the chances of getting ahead in society, viz a viz the
expanding wealth of the 1%, have resulted in any change politically, the evidence is mixed.
The Conversation argues that, while persistent inequality over decades can be blamed for populist causes such
as the election of Donald Trump, the rise of right-wing nationalists and the results of the Brexit referendum,
it’s too simplistic to make a direct causal link. For example economic insecurity may lead to a backlash against
immigrants, translating to votes for a populist with an anti-immigrant platform.
Another interesting question is whether populism, driven by inequality, has meant more representation by
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members of “the 99%”. In the US, so far the answer is no. In a piece following the 2018 mid-term elections,
the New York Times observes that “Congress is made up of people who have credentials vastly different from
those of most citizens.”
Meaning, while the new House of Representatives has a number of political novices, and more women and
minorities than any Congress in history, over 70% are lawyers, business-people with white-collar jobs, and
medical professionals.
Lawyers are way over-represented. They are under 1% of the voting population but comprise one-third of the
House, compared to 10% of the legislatures in Sweden, France and Denmark. The product of having so many
lawyers and business people is an assembly of law-makers likely to create and pass laws that benefit
themselves and their professions. The op-ed states:
In part because Congress is filled with successful white-collar professionals, the House is much, much richer
than the people it represents, and affluent politicians support legislation that benefits their own class.
“The rosy notion that lawmakers from business and professional backgrounds want what is best for everyone
is seriously out of line with the realities of legislative decision-making in the United States,” wrote Nicholas
Carnes, a Duke professor of public policy, in his book “White-Collar Government.”
Conclusion
For many the fruits of capitalism have shown up as spoilt goods. It’s harder to buy a house, get ahead, save for
retirement. Working people are mad as hell, and they aren’t going to take it anymore.
Social upheaval is becoming more common in a greater number of countries. We’ve seen it in Chile, there is
also social unrest in France, Spain, Germany, the UK (Brexit), Algeria, Iraq, Lebanon, Egypt, Russia, Hong
Kong, Venezuela, Chile and Bolivia.
Especially in developing nations, ie. South America and Africa, politicians are pressured by their base, to enact
policies that benefit everyday citizens. Inequality is a key driver of what is often a government-led attempt to
download wealth from rich corporations to the poor.
Mining companies are targeted by governments intent on reaping more profits from them, expropriating mines,
denying permits, or putting more restrictions on miners, all in the name of “the will of the people”.
Indonesia’s ban on the export of raw ores, so they can be beneficiated locally, is one example, the closing of
23 nickel mines by Philippines President Duterte’s government is another.
Miners are easy targets because mining is a long-term investment and especially capital intensive. Mines are
also immobile, so mining companies are at the mercy of the countries in which they operate. Outright seizure
of assets often happens using the twin excuses of historical injustice and contractual misdeeds. There is no
compensation offered and no recourse.
Countries are getting creative in how to bleed away miners’ profits. Governments have gone beyond taxation in
getting more out of the mining sector with a wave of requirements such as mandated beneficiation (where ore
is processed locally rather than exported raw), export restrictions and increased state ownership of mines.
As the demand by Western countries for these raw materials grows, the connections between inequality, social
unrest and mining are tightening.
Richard (Rick) Mills
rick@aheadoftheherd.com
Richard is the owner of Aheadoftheherd.com and invests in the junior resource/bio-tech sectors. His articles
have been published on over 400 websites, including:
WallStreetJournal, USAToday, NationalPost, Lewrockwell, MontrealGazette, VancouverSun, CBSnews,
HuffingtonPost, Londonthenews, Wealthwire, CalgaryHerald, Forbes, Dallasnews, SGTReport, Vantagewire,
Indiatimes, ninemsn, ibtimes and the Association of Mining Analysts.
If you're interested in learning more about the junior resource and bio-med sectors, and quality individual
company’s within these sectors, please come and visit us at www.aheadoftheherd.com
Content included in this article is not by association necessarily the view of FNArena (see our disclaimer).
Legal Notice / Disclaimer
This document is not and should not be construed as an offer to sell or the solicitation of an offer to
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purchase or subscribe for any investment.
Richard Mills has based this document on information obtained from sources he believes to be reliable but
which has not been independently verified.
Richard Mills makes no guarantee, representation or warranty and accepts no responsibility or liability as to
its accuracy or completeness. Expressions of opinion are those of Richard Mills only and are subject to change
without notice. Richard Mills assumes no warranty, liability or guarantee for the current relevance,
correctness or completeness of any information provided within this Report and will not be held liable for the
consequence of reliance upon any opinion or statement contained herein or any omission.
Furthermore, I, Richard Mills, assume no liability for any direct or indirect loss or damage or, in particular,
for lost profit, which you may incur as a result of the use and existence of the information provided within
this Report.
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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Material Matters: Resources In 2020
A glance through the latest expert views and predictions about commodities. Resources in 2020; coal; base
metals; gold; iron ore; and lithium.
-Generally, upside available across resources sector is reduced
-Cautious outlook for iron ore in 2020
-Supply rationalisation continues apace in lithium
By Eva Brocklehurst
What is the outlook for resources in 2020? One thing brokers generally agree on is that resource equity
valuations are increasingly fair to full.
After a 17% return in the resources index in the year to date Morgan Stanley is cutting its industry view
designation to In-Line, noting a -5% reduction in the average amount of upside available across its coverage.
Hence, the broker downgrades the likes of Iluka Resources ((ILU)) to Equal-weight from Overweight. Citi, too,
downgrades Iluka Resources to Sell from Hold, given the recent strength in the share price.
Citi downgrades resources bellwether Rio Tinto ((RIO)) to Neutral from Buy to reflect outperformance over 12
months against the ASX200. Ten out of the 19 stocks under Morgan Stanley's coverage are Equal-weight and,
despite healthy balance sheets, elevated valuations and a reduced 2020 commodities outlook are expected
weigh.
Citi is more upbeat about the outlook than Morgan Stanley, expecting global growth will be modestly higher
and much of the improvement come from emerging markets. On the whole this should be positive for
commodities.
2020 also holds promise for a trade breakthrough between China and the US, given the US will go to an
election at the end of the year. Moreover, monetary and fiscal policies in both countries have meaningful
potential for higher global GDP.

Coal
Morgan Stanley reduces coal price forecasts, lowering thermal coal estimates for 2020 and 2021 to US$66/t and
US$69/t, respectively. In the case of Whitehaven Coal ((WHC)) and the reduced production guidance for
Maules Creek, the broker lowers estimates and lifts costs.
Still, the assets are profitable through the cycle and there is possible growth in Vickery so Morgan Stanley
sticks with an Overweight rating. Citi on the other hand downgrades Whitehaven Coal to Neutral because of
the reductions to near-term earnings and the risk of ongoing weather-related production constraints at Maules
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Creek.
That said, the broker is bullish on hard coking (metallurgical) coal because of stronger imports in both China
and India, and looks for the price to average US$170/t in 2020.
In contrast to coking coal, Citi is bearish on thermal (energy) coal, as weak European energy demand and
persistently low natural gas prices weigh. Although traditional suppliers to the European market may redirect
volumes to Asia, the latter is unlikely to be strong enough to absorb the additional supply and this points to
further downside risk for thermal coal prices.
Base Metals
Morgan Stanley forecasts deficits for 2020 and 2021 in copper followed by a surplus in 2022, and believes this is
the top resources segment for 2020. The broker retains a preference for Sandfire Resources ((SFR)) and
considers OZ Minerals ((OZL)) fairly valued.
UBS lifts copper and nickel price forecasts slightly for 2020-2021 and finds OZ Minerals continues to stand out,
having a large number of options to deploy capital new projects as well as expand production.
The broker recently upgraded Western Areas ((WSA)) to Neutral from Sell as the share price has declined -20%
since October and is now trading in line with valuation. Western Areas remains highly leveraged to the nickel
price.
Citi is bullish on a 6-12 month view for nickel and assesses risks are skewed to the upside. The broker expects
the alumina market to move to a modest deficit 2020 as China curtails expansions and 2020 seaborne prices
are expected to average US$335/t.
Gold
Morgan Stanley retains a negative bias towards gold as equities continue to imply gold above the spot price.
Evolution Mining ((EVN)) is upgraded to Equal-Weight from Underweight as the stock has fallen -28% since its
peak in August.
Citi notes gold equities are entering 2020 at record highs even with the US Federal Reserve on hold for now.
This makes owning gold an attractive portfolio hedge in the current environment. While a soft landing is clearly
priced for 2020, there are plenty of tail risks related to the US election and US/China trade, amid weakening
hard data. This makes the broker wary of any risk rally.
UBS considers gold equities were largely overvalued in mid 2019 relative to the spot price. However, the
situation has eased and a modest decline in spot gold to around US$1470/oz has driven a -20-30% decline in
gold names generally, which the broker assesses are pricing in around US$1350-1450/oz.
UBS prefers Northern Star Resources ((NST)) in this scenario while believing the investment case for Alacer
Gold ((AQG)) continues to improve, despite an almost 200% lift in the share price over the year to date.
Iron Ore
Morgan Stanley upgrades 2020 iron ore price forecasts by 5% to US$83/t but finds there is still no value in
Fortescue Metals ((FMG)). Citi is cautious about iron ore too, expecting the seaborne market to move into a
sizeable oversupply in the next two years and benchmark prices to fall to around US$60/t in 2022.
Lithium
Supply rationalisation has continued apace in lithium, particularly from spodumene concentrate producers.
Both Galaxy Resources ((GXY)) and Pilbara Minerals ((PLS)) have announced plans to curtail volumes for 2020.
Meanwhile, Mineral Resources' ((MIN)) Wodgina, under a new joint venture structure, has been mothballed,
which defers a very large potential supply from the market. Citi expects more capacity reduction and deferral
announcements in the next few quarters.
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 06-12-19
By Greg Peel, Acting Editor FNArena
Guide:
The FNArena database tabulates the views of seven major Australian and international stock brokers: Citi,
Credit Suisse, Macquarie, Morgan Stanley, Morgans, Ord Minnett and UBS.
For the purpose of broker rating correlation, Outperform and Overweight ratings are grouped as Buy, Neutral
is grouped with Hold and Underperform and Underweight are grouped as Sell to provide a Buy/Hold/Sell
(B/H/S) ratio.
Ratings, consensus target price and forecast earnings tables are published at the bottom of this report.
Summary
Period: Monday December 2 to Friday December 6, 2019
Total Upgrades: 12
Total Downgrades: 3
Net Ratings Breakdown: Buy 37.97%; Hold 45.35%; Sell 16.68%
For the week to Friday, December 6, FNArena registered 12 ratings upgrades from database brokers and only 3
downgrades. Of the 12 upgrades, 9 moved to Buy or equivalent and 3 to Hold, while all 3 downgrades moved
to Hold.
One stock -- gold miner Northern Stare Resources -- saw two upgrades to Buy given a recent pullback in price.
Four of the upgrades involved stocks from the energy sector, including three upgrades from Ord Minnett.
Caltex topped the list of consensus target prices increase with 11.0% following a trading update and further
speculation around the convenience business takeover offer. Target increases were ongoing for CSL (8.2%), as
love-struck analysts absorbed the company's R&D update and continued to swoon over plasma collection
dominance.
On the downside, Metcash reported earnings and drew a -2.1% target decrease.
Changes to earnings forecasts included a standout 35.7% increase for BNPL company Zip Co despite a capital
raising, but this is from negative to a bit less negative as Zip remains in the investment phase. More notable
was a 11.9% earnings increase for oOh!media after the outdoor advertiser revealed conditions were now not as
bad as previously witnessed.
On the downside, we can dismiss a big cut for Orocobre (-47%) as part and parcel of volatile lithium mining
prices/production issues and rather note a -15.5% cut for Whitehaven Coal after a weak trading update.
Upgrade
AGL ENERGY LIMITED ((AGL)) Upgrade to Accumulate from Hold by Ord Minnett .B/H/S: 1/3/3
Ord Minnett completes a comprehensive review of forecasts and believes the main risk associated with an
investment in AGL Energy is the possibility and size of further earnings declines.
Earnings are expected to decline to around $660m by FY25. AGL has guided to an FY20 net profit of $780-860m.
Beyond the current year, Ord Minnett expects wholesale electricity prices to fall further and revert to a
long-run wholesale electricity price forecasts of $75 per megawatt hour beyond FY25.
Rating is upgraded to Accumulate from Hold and the target raised to $24.10 from $19.10.
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Rating is upgraded to Accumulate from Hold and the target raised to $24.10 from $19.10.
BEACH ENERGY LIMITED ((BPT)) Upgrade to Accumulate from Hold by Ord Minnett .B/H/S: 1/5/0
Ord Minnett observes Beach Energy has significantly underperformed peers in recent weeks and now represents
better value, while still offering strong growth in exposure to east coast gas markets.
Rating is upgraded to Accumulate from Hold and the target raised to $2.60 from $2.55.
DEXUS PROPERTY GROUP ((DXS)) Upgrade to Outperform from Neutral by Credit Suisse .B/H/S: 2/2/1
Credit Suisse upgrades to Outperform from Neutral following recent price movements and suggests investor
concerns about the exposure to the Sydney CBD office market are overdone.
The broker points out it takes 4-5 years for changes in market rents to cycle through a portfolio and remains
comfortable that Dexus Property will generate distribution growth.
A strong balance sheet also provides flexibility. The "threat" of a buyback could provide support for the stock,
although this is not reflected in the broker's estimates. Target is steady at $12.32.
INSURANCE AUSTRALIA GROUP LIMITED ((IAG)) Upgrade to Buy from Neutral by Citi .B/H/S: 1/5/1
Citi expects the market will increasingly focus on the growth potential beyond FY20 and, dependent on the
commercial insurance cycle, it is plausible Insurance Australia Group could achieve 4-6% growth in earnings per
share for FY22 and beyond.
This could be supplemented by further capital initiatives. The broker upgrades to Buy from Neutral and raises
the target to $8.75 from $8.60.
METCASH LIMITED ((MTS)) Upgrade to Accumulate from Hold by Ord Minnett .B/H/S: 2/2/2
First half net profit of $95.7m was in line with Ord Minnett's forecast. Operating cash flow was weak, as the
company invested in working capital, although the core wholesale food sales grew and the lower deflation
please the broker.
Ord Minnett remains confident the key FoodWorks contract can be maintained. While hardware has enjoyed
significant synergy realisation, the broker notes the external environment is more difficult and the loss of a
major Queensland customer a headwind.
Ord Minnett upgrades to Accumulate from Hold, noting improving sales trends and valuation. Target is steady
at $3.
NORTHERN STAR RESOURCES LTD ((NST)) Upgrade to Buy from Neutral by UBS and Upgrade to Buy from
Hold by Ord Minnett .B/H/S: 4/0/2
Northern Star had been enjoying a valuation premium, UBS notes, after several years of outperformance in
production, exploration and acquisitions. But that premium has now been wiped out given the turnaround at
Pogo is some 6-12 months behind management target.
The turnaround remains delayed, the broker notes after visiting Pogo, but is coming. The recent share price
decline has taken the stock into undervaluation, leading UBS to upgrade to Buy. Target rises to $12.00 from
$11.20.
The company has one of the better production growth profiles amongst the gold coverage and Ord Minnett
expects growth options will be pursued in 2020.
Meanwhile, the focus is on progress at Pogo in Alaska and the broker expects further consolidation around
Kalgoorlie. Rating is upgraded to Buy from Hold. Target is trimmed to $11.50 from $11.80.
ORIGIN ENERGY LIMITED ((ORG)) Upgrade to Accumulate from Hold by Ord Minnett .B/H/S: 6/1/0
Origin Energy has been a strong performer, generating robust cash flow and Ord Minnett expects increased
capital returns.
The broker upgrades to Accumulate from Hold and raises the target to $9.50 from $8.25.
REDBUBBLE LIMITED ((RBL)) Upgrade to Add from Hold by Morgans .B/H/S: 1/0/0
Morgans upgrades forecasts modestly to reflect recent trends in cost management and after taking a less
pessimistic view on customer acquisition costs over time.
The broker suspects the quarterly report for the December quarter may act as a catalyst to re-shape the
31

market's view of how much cash the company can produce as it gains scale.
Rating is upgraded to Add from Hold and the target raised to $2.28 from $1.99.
SANTOS LIMITED ((STO)) Upgrade to Buy from Neutral by Citi .B/H/S: 3/3/0
Following changes to modelling, Citi upgrades to Buy from Neutral and raises the target to $8.90 from $8.47.
The broker assesses the implied oil price to justify the current share price is an undemanding US$53/bbl.
Looking towards 2025 production is expected to grow more than 50%. Santos is the only large cap stock with
the balance sheet to comfortably execute on growth expenditure aspirations while still paying a 5% dividend
yield.
While the broker acknowledges the view that the stock is already a crowded trade, near-term catalysts are
expected to help it outperform.
TELSTRA CORPORATION LIMITED ((TLS)) Upgrade to Buy from Neutral by UBS .B/H/S: 5/0/1
UBS has reviewed its Telstra thesis in the wake of a positively received investor day and concluded mobile
earnings will likely remain weak in the first half FY20, but average revenue per user should stabilise in FY21
ahead of a return to significant growth in FY22.
From FY23, mobile growth should offset NBN headwinds. The dividend should thus be safe at 16c. Upgrade to
Buy from Neutral, target unchanged at $4.00.
WESTERN AREAS NL ((WSA)) Upgrade to Neutral from Sell by UBS .B/H/S: 3/4/0
The recent surge in the nickel price drove Western Areas into overvaluation on UBS' numbers, which is why a
Sell rating was in place. The subsequent -20% fall in the nickel price has seen the stock fall back to fair value.
Upgrade to Neutral. Target rises to $2.90 from $2.80 on a rise in the broker's own nickel price forecasts.
Downgrade
CSL LIMITED ((CSL)) Downgrade to Hold from Accumulate by Ord Minnett .B/H/S: 4/3/0
Management has highlighted the breadth of projects and included an upbeat assessment of key markets at its
R&D briefing. Ord Minnett raises FY20 forecasts to 3% ahead of guidance, reflecting strong demand and rising
prices.
The target is raised to $270 from $260. Rating is downgraded to Hold from Accumulate, considering the lack of
potential upside to the revised target.
Opportunities are large but are some years away from commercialisation and face uncertain trials, the broker
assesses.
CALTEX AUSTRALIA LIMITED ((CTX)) Downgrade to Neutral from Buy by Citi .B/H/S: 1/4/0
The company has disclosed initiatives to deliver $195m in earnings (EBIT) over five years. As Caltex has
previously walked away from expecting an earnings uplift in convenience, Citi believes it needs to earn back
the trust of the market on the credibility of its forecasts.
The broker is hesitant to increase estimates for earnings, given a lack of transparency on the opportunities and
a need to prove most of the convenience initiatives.
Citi assesses management needs to execute on initiatives just to match the bid from Alimentation
Couche-Tard, without the luxury of breaching the 'no material asset sales' condition.
Rating is downgraded to Neutral from Buy and the target raised to $34.00 from $30.50.
INFIGEN ENERGY ((IFN)) Downgrade to Hold from Buy by Ord Minnett .B/H/S: 0/2/0
Ord Minnett downgrades to Hold from Buy as the value gap has now closed and the stock price looks
full. Target is raised to $0.70 from $0.69.
Total Recommendations

Recommendation Changes
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Total Recommendations

Recommendation Changes

Broker Recommendation Breakup

Broker Rating
Order
Company
Upgrade
1
AGL ENERGY LIMITED
2
BEACH ENERGY LIMITED
3
DEXUS PROPERTY GROUP
4
INSURANCE AUSTRALIA GROUP LIMITED
5
METCASH LIMITED
6
NORTHERN STAR RESOURCES LTD
7
NORTHERN STAR RESOURCES LTD
8
ORIGIN ENERGY LIMITED
9
REDBUBBLE LIMITED
10
SANTOS LIMITED
11
TELSTRA CORPORATION LIMITED
12
WESTERN AREAS NL
Downgrade
13
CALTEX AUSTRALIA LIMITED
14
CSL LIMITED
15
INFIGEN ENERGY

New Rating

Old Rating

Broker

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

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

Ord Minnett
Ord Minnett
Credit Suisse
Citi
Ord Minnett
UBS
Ord Minnett
Ord Minnett
Morgans
Citi
UBS
UBS

Neutral
Neutral
Neutral

Buy
Buy
Buy

Citi
Ord Minnett
Ord Minnett

Recommendation
Positive Change Covered by > 2 Brokers
Order Symbol
Company
1
WSA WESTERN AREAS NL
2
SM1 SYNLAIT MILK LIMITED
3
STO SANTOS LIMITED
4
TLS TELSTRA CORPORATION LIMITED
5
BIN
BINGO INDUSTRIES LIMITED
6
MTS METCASH LIMITED
7
ORG ORIGIN ENERGY LIMITED
8
AGL AGL ENERGY LIMITED

New RatingPrevious
43.0%
-33.0%
50.0%
58.0%
40.0%
-8.0%
79.0%
-36.0%

Rating Change Recs
17.0%
26.0% 7
-50.0%
17.0% 3
33.0%
17.0% 6
42.0%
16.0% 6
25.0%
15.0% 5
-17.0%
9.0% 6
71.0%
8.0% 7
-43.0%
7.0% 7

Negative Change Covered by > 2 Brokers
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Negative Change Covered by > 2 Brokers
Order Symbol
Company
1
Z1P ZIP CO LIMITED
2
CTX CALTEX AUSTRALIA LIMITED
3
CSL CSL LIMITED

New RatingPrevious
50.0%
20.0%
57.0%

Rating Change Recs
83.0%
-33.0% 3
50.0%
-30.0% 5
64.0%
-7.0% 7

Target Price
Positive Change Covered by > 2 Brokers
Order Symbol
Company
1
CTX CALTEX AUSTRALIA LIMITED
2
CSL CSL LIMITED
3
BIN
BINGO INDUSTRIES LIMITED
4
AGL AGL ENERGY LIMITED
5
STO SANTOS LIMITED
6
ORG ORIGIN ENERGY LIMITED
7
WSA WESTERN AREAS NL

New TargetPrevious Target Change Recs
34.750
31.312
10.98% 5
274.843
253.986
8.21% 7
2.926
2.808
4.20% 5
19.029
18.314
3.90% 7
8.578
8.298
3.37% 6
8.660
8.481
2.11% 7
3.227
3.183
1.38% 7

Negative Change Covered by > 2 Brokers
Order Symbol
Company
1
MTS METCASH LIMITED
2
Z1P ZIP CO LIMITED

New TargetPrevious Target Change Recs
2.757
2.817
-2.13% 6
4.163
4.203
-0.95% 3

Earning Forecast
Positive Change Covered by > 2 Brokers
Order Symbol
Company
1
Z1P ZIP CO LIMITED
2
OML OOH!MEDIA LIMITED
3
FPH FISHER & PAYKEL HEALTHCARE CORPORATION
LIMITED
4
APE AP EAGERS LIMITED
5
WPL WOODSIDE PETROLEUM LIMITED
6
BIN BINGO INDUSTRIES LIMITED
7
CSL CSL LIMITED
8
IRE
IRESS MARKET TECHNOLOGY LIMITED
9
QBE QBE INSURANCE GROUP LIMITED
10
CPU COMPUTERSHARE LIMITED

New EF Previous EF Change Recs
-1.200
-1.867
35.73% 3
19.095
17.068
11.88% 4
43.257
41.678
3.79% 4
45.466
169.603
9.894
660.925
39.395
92.212
95.339

44.194
167.044
9.800
655.678
39.145
92.053
95.175

2.88%
1.53%
0.96%
0.80%
0.64%
0.17%
0.17%

5
7
5
7
4
7
7

Negative Change Covered by > 2 Brokers
Order Symbol
Company
1
ORE OROCOBRE LIMITED
2
WHC WHITEHAVEN COAL LIMITED
3
XRO XERO LIMITED
4
VUK VIRGIN MONEY UK PLC
5
MTS METCASH LIMITED
6
VEA VIVA ENERGY GROUP LIMITED
7
CTX CALTEX AUSTRALIA LIMITED
8
ORG ORIGIN ENERGY LIMITED
9
STO SANTOS LIMITED
10
QUB QUBE HOLDINGS LIMITED

New EF Previous EF Change Recs
-1.837
-1.254
-46.49% 7
17.170
20.570
-16.53% 7
9.741
10.528
-7.48% 6
45.452
48.434
-6.16% 3
20.880
22.208
-5.98% 6
8.932
9.432
-5.30% 6
132.640
137.283
-3.38% 5
55.625
57.393
-3.08% 7
54.821
55.975
-2.06% 6
8.348
8.508
-1.88% 5

Technical limitations
If you are reading this story through a third party distribution channel and you cannot see charts
included, we apologise, but technical limitations are to blame.
Find out why FNArena subscribers like the service so much: "Your Feedback (Thank You)" - Warning this story
contains unashamedly positive feedback on the service provided.
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Uranium Week: Taking A Breather
After a solid run, the uranium spot price eased back slightly last week but activity remains robust.
-Price slips, volumes solid
-Working Group tid-bits leaking out
-Milestone reached in Florida
By Greg Peel
The spot uranium market took a breather last week in terms of price, but not in terms of volume. Industry
consultant TradeTech reports seven transactions totalling 750,000lbs U3O8 equivalent.
After a recent surge, TradeTech’s weekly spot price indicator ticked back -US10c to US$26.00/lb.
No transactions were reported in term markets but new demand emerged. TradeTech’s term price indicators
remain at US$29.50/lb (mid) and US$33.00/lb (long).
While it is as yet unknown whether the White House has even forwarded the long-awaited report by President
Trump’s Working Group on the US nuclear fuel cycle to the president himself, what with trade and NATO and
all, anonymous sources have apparently told Bloomberg the recommendations will include the purchase of
uranium mined in the US by the US Department of Defense.
We recall that US uranium miners last year petitioned the White House to mandate US nuclear power
generators, which are already uncompetitive in the current US electricity market even at historically low
uranium prices, to buy 25% of the their uranium from US-based miners rather than cheaper foreign imports,
given US-mined uranium is currently uncompetitive at historically low prices.
The response was to set up the Working Group to assess the whole nuclear fuel cycle from mine to power point.
Taking Bat & Ball
Another point of uncertainty for the uranium market recently has been the possible extension of waivers on US
sanctions imposed on companies operating in Iran’s nuclear industry. Those waivers are up for reappraisal in
January but two weeks ago the waiver relating to Iran’s Fordow Fuel Enrichment Plant was terminated.
Iran is not supposed to be enriching uranium, as that implies potential use in weapons.
In response, Russian fuel manufacturer TVEL has announced it will cease work at the site. TVEL noted that
Iran's decision to feed UF6 into two gas centrifuge cascades located in the same room as those meant to be
re-engineered for medical isotope production would make it "technologically impossible" for TVEL to be
further engaged in work at the facility.
Supporting the Aged
While the fate of the US nuclear power industry may somewhat rest in the president’s hands, a milestone was
reached last week when the US Nuclear Regulatory Commission approved Florida Power & Light’s application
for an additional 20 years of life for two of its reactors. It is the first time the NRC has approved a reactor life
extension to 80 years from 60.
When the reactors were commissioned in 1972-73, they were licenced for 40 year of operation.
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The Short Report - 12 Dec 2019
See Guide further below (for readers with full access).
Summary:
Week ending December 5, 2019
Last week the ASX200 pushed up to new highs before a bit of a scare on the trade war front sparked a serious
tantrum.
Said tantrum did not illicit much of a response from the shorters, as a lack of much movement on the table
below suggests. There were nevertheless a few individual stories to ponder.
The triple-listed Kirkland Lake Gold ((KLA)) has put more daylight below it at the top of the table with a short
position increase to 20.8% from 17.9%. My best guess continues to be the arbitrage opportunity presented by
listings in all of Canada, the US and Australia, given the Canadian-based miner does not get much attention in
the latter.
Kitchen & bathroom specialist GWA Group ((GWA)) managed to ride out last week’s volatility rather calmly,
and its shorts fell to 12.2% from 14.9%. My assumption here would be shorters becoming nervous about the
sudden turnaround in Sydney and Melbourne house prices.
Bank of Queensland’s ((BOQ)) announced capital raising has shorts down to 6.0% from 7.4%. Another arbitrage
opportunity, to cover with new shares at a discount.
Shorts in Collection House ((CLH)) dropped to 5.5% from 8.2%. See below.
Finally we might note that as of last week, Webjet ((WEB)) was 10.9% shorted and yesterday takeover
speculation prompted a 9.6% share price pop.
Weekly short positions as a percentage of market cap:
10%+

KLA
GXY
SYR
ORE
SDA
ING
GWA
JBH
NXT
NEA
BGA
WEB
MIN
CGC
DMP
BKL
MTS

20.8
17.3
15.8
14.0
13.9
12.7
12.2
11.8
11.6
11.3
11.2
10.9
10.9
10.8
10.4
10.3
10.2

In: CGC

Out: HUB
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9.0-9.9
HUB
In: HUB

Out: CGC, A2M

8.0-8.9%
IVC, A2M, NCZ, SUL, NUF, PPT
In: A2M, NCZ

, NUF

Out: CLH, HVN

7.0-7.9%
PLS, RSG, HVN, CGF, OML, BIN, MYR, IFL
In: HVN

Out: NCZ, NUF, BOQ

6.0-6.9%
CUV, BWX, CTD, RWC, DCN, SGM
No changes
5.0-5.9%
BOQ, COE, AMP, SLR, PNI, NEC, MYX, CLQ, GNC, CLH, CMW, RFF, WOR, GMA, MLX, LNG, MSB
In: CLH, BOQ

, MSB

Out: NWL

Movers & Shakers
A few months ago Collection House was in the news, accused of aggressive debt collection practices in its use
of bankruptcy actions. The company responded by rising its bankruptcy action threshold to $20,000 from
$7,500.
Two weeks ago the CEO suddenly walked, having signed a three-year contract in June. The share price has
been in a downward spiral all year, now having fallen -25% since its January high. Two weeks ago the stock was
8.2% shorted. Last week shorts fell to 5.5%.
Looks like someone cashed in.
ASX20 Short Positions (%)
Code Last Week Week Before Code Last Week Week Before
AMC

0.9

1.1

RIO

4.2

4.1

ANZ

0.6

0.7

S32

1.4

1.6

BHP

3.2

3.3

SCG

0.4

0.4

BXB

0.2

0.1

SUN

0.3

0.5

CBA

0.7

0.6

TCL

0.4

0.4

CSL

0.1

0.1

TLS

0.2

0.3

GMG

0.3

0.3

WBC

0.6

0.6

IAG

0.6

0.4

WES

0.5

0.6

MQG

0.3

0.3

WOW

0.7

0.8

NAB

1.0

1.0

WPL

0.7

0.8

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
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Short positions below 5% are not included in the table below but may be noted in the accompanying text if
deemed significant.
Please take note of the Important Information provided at the end of this report. Percentage amounts in this
report refer to percentage of ordinary shares on issue.
Stock codes highlighted in green have seen their short positions reduce in the week by an amount sufficient
to move them into a lower percentage bracket. Stocks highlighted in red have seen their short positions
increase in the week by an amount sufficient to move them into a higher percentage bracket. Moves in excess
of one percentage point or more are discussed in the Movers & Shakers report below.
IMPORTANT INFORMATION ABOUT THIS REPORT
The above information is sourced from daily reports published by the Australian Investment & Securities
Commission (ASIC) and is provided by FNArena unqualified as a service to subscribers. FNArena would like to
make it very clear that immediate assumptions cannot be drawn from the numbers alone.
It is wrong to assume that short percentages published by ASIC simply imply negative market positions held by
fund managers or others looking to profit from a fall in respective share prices. While all or part of certain
short percentages may indeed imply such, there are also a myriad of other reasons why a short position might
be held which does not render that position “naked” given offsetting positions held elsewhere. Whatever
balance of percentages truly is a “short” position would suggest there are negative views on a stock held by
some in the market and also would suggest that were the news flow on that stock to turn suddenly positive,
“short covering” may spark a short, sharp rally in that share price. However short positions held as an offset
against another position may prove merely benign.
Often large short positions can be attributable to a listed hybrid security on the same stock where traders
look to “strip out” the option value of the hybrid with offsetting listed option and stock positions. Short
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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TERMS AND CONDITIONS OF USE, AND DISCLAIMERS
These Terms and Conditions of Use, and Disclaimers constitutes your agreement with News Network with respect to your use of its FN
Arena website, its weekday news periodical, Australian Broker Call, as well as it’s monthly periodical Australian Super Stock Report,
as well as any other publications (including articles) News Network 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 the Australian Super Stock Report, 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 “News Network” means reference to News Network Ltd, its journalists, directors, other employees,
affiliates, agents, associates and subsidiaries.
2. News Network Ltd is the owner of the FN Arena website and brand name.
3. Reference to “we” or “us” is reference to News Network.
4. Reference to “this website” or the “FN Arena website” means reference to www.fnarena.com, and includes reference to News
Network’s weekday news periodical, Australian Broker Call, as well as its monthly periodical Australian Super Stock Report, as well as
any other publications (including articles) News Network may publish on this website, or anywhere else, from time to time.
5. Reference to “news periodicals” means reference to News Network’s weekday periodical, Australian Broker Call, as well as it’s
monthly periodical Australian Super Stock Report, as well as any other periodicals News Network 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 News Network’s weekday periodical, Australian Broker Call, as well as it’s monthly
periodical Australian Super Stock Report, and any other periodicals News Network 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 and the Australian
Super Stock Report, as well as any other publications or periodicals News Network may, from time to time, publish on this website.
8. News Network is a media company which employs financial journalists to report financial news. News Network’s journalists perform
the required research and collect the information that is, ultimately, each day, published on this website and in News Network’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 News Network reports on this website are not the opinions of News
Network or any of its journalist or other employees. News Network is ONLY and specifically a matter-of-fact reporter of industry signals
suggesting price direction probability of some shares. News Network simply delivers the information – it does not create it.
9. Although News Network 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. News Network 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 News Network, and cannot and does
not guarantee the reliability and accuracy of the opinions of the brokers whose opinions, recommendations and forecasts it reports.
10. News Network 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. News Network 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 News Network
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 FN Arena website, News Network’s publications and/or
periodicals have not been recommended by News Network. 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 News Network, do not constitute a
recommendation or endorsement by News Network 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 FN Arena 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 News Network 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 News Network from time to time, or in any other publications News Network 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 News Network 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. News Network 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. News Network 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. News Network 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 News Network be liable for any direct, indirect, incidental,
special or consequential damages that result from the use of, or the inability to use, the FN Arena website, and any or the News
Network’s publications and/or periodicals.
19. As a condition of use of the FN Arena Website, News Network’s publications and periodicals, you agree to indemnify News Network
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 FN Arena website, News Network’s publications and periodicals. If you are uncertain about
this agreement or the contents of the FN Arena’s website, or are dissatisfied in any shape or from, with the content of the FN Arena
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 FN Arena website, News Network’s publications and periodicals.
20. News Network may, from time to time, publish advice, opinions and statements of various third parties, other then the ten stock
brokers, and various other information and content providers. News Network 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 FN Arena website may contain links and pointers to websites maintained by third parties. News Network 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 News Network of any products or services provided by the third
party link owners or operators. News Network has no control over any websites that we might link to and does not take responsibility
for their quality, content or suitability.
22. News Network 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 News Network of any
products or services advertised. News Network 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 News Network 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 News Network 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. News Network 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. News Network 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. News Network 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 FN Arena
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. News Network 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 FN Arena 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
News Network.
29. All original content is the copyrighted property of News Network.

Financial News for the Bright
and the Uneducated. And for
everybody else in between.
FN Arena News

Building the Future of Financial Journalism

www.fnarena.com
Trials are free and without any obligation

This Report should be read in conjunction with our terms and disclaimer on page 17. 
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