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INTERNATIONAL

Africa’s Pivotal Shift Towards Green Energy
A handful of countries on the African continent have the potential to alleviate future shortages of minerals
needed to drive green energy solutions, but investment, political, regulatory and infrastructure hurdles linger.
-Due to future uncertainty miners are unlikely to pump cash into Greenfield investments
-Copper output in the DRC speculated to explode
-China’s involvement in mineral supply chains/battery manufacturing could distort prices of input
commodities
-Long-run outlook for PGMs wired to governments’ plans to reduce CO2 emissions
By Mark Story
The global drive to achieve net-zero carbon dioxide emissions through greener energy has turned the world’s
attention to commodities set to play a vital role in what’s being referred to as the Green Revolution.
As a result, the world has also turned its attention to the African continent, which has bountiful reserves of
minerals like copper, cobalt, tin and manganese pivotal in the renewable energy drive.
Within a recently released research briefing, Africa The Green Revolution: where does Africa fit in? NKC
African Economics (NKC) highlights the opportunities for key countries across the African continent to
participate in the drive to supply commodities earmarked for the green transition.
Based on the researcher’s analysis, there are around a dozen countries across the African continent that are
expected to play an important role in the transition to greener energy. However, the key beneficiaries of the
transition to greener energy identified by NKC, are arguably South Africa and The Democratic Republic of
Congo (DRC).
The research briefing also highlights the role China is playing in global demand for key green energy minerals.
For example, China was the largest buyer of cobalt last year, with over 80% of its consumption utilised in the
rechargeable battery industry.
China is also the largest import market for manganese with the mineral being used in steel production and the
manufacturing of batteries. According to the Wall Street Journal, 75% of the world’s lithium-ion batteries and
50% of all EVs are produced in China.
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Copper and cobalt
Sitting on notable reserves of cobalt, and copper, NKC believes the DRC is particularly well positioned to
benefit from the shift towards more sustainable energy.
For example, according to the United States Geological Survey (USGS), the DRC possesses around half of total
global reserves of cobalt. The DRC is also sitting on notable reserves of tin and last year accounted for 6.5% of
global copper output, while Zambia followed with 4.2%.
Robert Friedland, mining magnate and founder of Ivanhoe Energy, which recently started mining copper in the
DRC, believes continued exploration could lead to output increasing tenfold. He believes much of the country’s
mineral wealth still remains undiscovered.
Tin and manganese
Recent research has found that tin serves as a cost-effective way to increase the amount of energy lithium-ion
batteries can hold. The net effect is a significant increase in the driving range of EVs and more efficient
renewable energy storage.
According to the USGS, the DRC also accounts for 3.7% of tin deposits globally. While Nigeria and Rwanda
produced 2.2% and 0.4% of global tin output in 2020 respectively, the size of their reserves are currently
unknown.
As a result, NKC expects increased exploration efforts to not only contribute to the diversification of their
respective economies, but also present potential investment opportunities.
Like tin, high-purity manganese has also become increasingly important in the production of batteries used in
EVs, and as backup storage for electricity harvested from renewable sources such as solar and wind. As a
result, South Africa which accounts for 40% of the world’s manganese reserves and 28% of global production
last year, has substantial scope to increase extraction.
Platinum-group metals
Given that South Africa sits on over 91% of the world’s Platinum-group metal (PGM) reserves, and last year
accounted for 50% of global production, the country is also well positioned to benefit from increased demand.
But while prices of PGMs increased significantly since last year as covid delivered a supply crunch, NKC
believes the long-run view is blurred. NKC also notes 60% of the PGM mining industry’s revenue comes from the
sale of catalytic converters to automotive manufacturers.
As the number of countries committing to net-zero emissions grows, NKC believes the long-run outlook for
PGMs, particularly platinum, palladium, and rhodium, deteriorates.
Supply constraints due to lower mining activity saw PGM prices soar since the second half 2020. But the
4

researcher concludes that governments’ plans to reduce carbon dioxide emissions beyond 2030 -when bans on
internal combustion engine cars come into effect- makes the future of PGMs unclear.
Along with using funds to pay out dividends to shareholders, PGM mining companies have invested in extending
the lifespans of existing mines and the replacement of declining assets. But according to Royal Bafokeng
Platinum, it is unlikely miners will pump cash into greenfield investments given the future uncertainty as this
requires a capital investment that takes 10-15 years to bear fruit.
Given the projected decline in the PGMs market from 2030 onwards, NKC suggests South Africa’s mining
industry starts to zone in on those commodities set to benefit from the green drive. While South African
manganese reserves guarantee the country a critical role in the green drive, the researcher suspects this role
may be amplified if copper, cobalt, and rare earths mining operations get a boost.
Challenges
While Ivanhoe Energy’s Robert Friedland believes the DRC and Zambia hold the key to a greener future, he also
notes various hurdles persist. For example, Friedland cites political instability, security concerns, unfavourable
regulations, and inadequate energy and transport infrastructure as weighing on the DRC’s mining sector. In
Zambia, concerns of nationalisation and interventionist policies continue to inhibit mining activity.
In countries like Ghana and Zimbabwe, NKC also highlights lingering issues with illegal mining. The researcher
believes adequate investment and effective regulation are required to ensure that Africa shares in the spoils
over the next 30 years.
NKC believes the rate at which the shift towards greener energy consumption can take place depends on the
supply chain of inputs in the production process of green energy solutions. One challenge cited by NKC is the
large stake Chinese firms own in many vital mineral supply chains, while also dominating battery
manufacturing. As a result, the researcher believes China has the ability to impact prices of input commodities.
The other challenge cited by NKC is the relatively low investment in the mining of ‘green’ minerals. For
example, in 2019, global investment in new projects for copper, nickel and lithium amounted to only 5% of
funds invested in upstream oil and gas.
NKC expects a rebound in capital expenditure this year to see more cash dedicated to the green transition. But
the researcher questions whether supply will be able to keep up with demand.
The researcher also expects the current supply constraints to be temporary, with commodity prices
moderating over the next few years. However, NKC is concerned that supply shortages, and subsequently
higher prices of ‘green’ commodities over the medium-to long term, could reduce the competitiveness of the
renewable energy sources that they power.
This highlights the need for investment in production and processing of these commodities in coming years.
NKC African Economics is a subsidiary of Oxford Economics.
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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Does Metcash Deserve A Re-Rating?
Metcash is changing, no longer simply a grocery wholesaler. Does it deserve a re-rating?
-Food margins the main disappointment in the Metcash FY21 results
-Strongly capitalised customer base and a consumer still shopping locally
-Buyback still leaves potential on balance sheet for acquisitions
By Eva Brocklehurst
The business mix for Metcash ((MTS)) is changing, yet brokers observe the market is still viewing the company
as a grocery business in structural decline. In the company's FY21 results hardware was the highlight, while
Metcash appears to be holding onto the grocery market share gained during the pandemic.
Citi upgrades sales estimates by 5% to reflect a better than expected trading update for the first 8 weeks of
the first half of FY22 (April year-end) and points out lockdowns also present upside risk . While Morgan Stanley
highlights elevated demand as the business is benefiting from changes in consumer behaviour.
Sales were ahead of expectations while margins were weaker than forecast, the broker acknowledging it had
not fully appreciated the impact of the shift in mix towards lower-margin categories within food and liquor.

While comparables may be distorted by the pandemic, the company still appears to have made a strong start
to FY22 and as a result Morgan Stanley lifts estimates. The broker continues to believe the stock deserves a
re-rating, given a widening discount to the market and the strong momentum.
CLSA is now more positive about the outlook and considers a narrowing of the discount is warranted, while
Credit Suisse agrees the stock is now at a considerable discount to rivals Woolworths ((WOW)) and Coles Group
((COL)).
6

((COL)).
Credit Suisse also flags the absence of operating leverage (margin) in the food segment but notes a material
shift in the earnings composition of the group amid increasing confidence in the operating environment,
demonstrated by a higher dividend pay-out ratio and off-market buyback.
Metcash continues to incur operating inefficiencies in order to deal with volatility, the broker adds. There
was a material increase in provisions during FY20 and FY21 on a number of one-off factors.
For example the loss of the Drakes and 7-11 contracts negatively affected earnings in the food segment by
-$15m for FY21. Citi does not believe the provisions provide a buffer for FY22 and with low operating leverage
continues to forecast a 2% margin. The broker considers earnings from food of $176m in FY22 will be a base
from which the segment can grow by around 2% per annum.
The main disappointment for Jarden was also the lack of operating leverage in the second half, particularly in
food. This is emphasised by the fact the fixed cost base was relatively flat in food.
The broker observes the market continues to value Metcash as a structurally challenged food wholesaler but
the position of the business has changed materially and this should give rise to a re-rating because of the
earnings mix moving towards hardware.
In food Metcash has lost its two "at risk" customers but has an increasing number of stores and, Jarden
agues, the best capitalised customer base along with a consumer that wants to shop local. The broker believes
the grocery business will benefit from trends brought on by the pandemic and while likely to "normalise" from
current levels, should not return to pre-pandemic levels.
This implies Metcash retailers should retain greater share and have the ability to grow the grocery network
independently of support from the Metcash balance sheet. Cash flow remains strong with cash conversion
more than 100% in FY21.
CLSA agrees that some covid-led changes to shopping behaviour appear entrenched now and hardware is
gathering pace, enabling Metcash to deliver a more attractive earnings stream.
Hardware
Diversification continues towards hardware and liquor, which are now 33% and 21% of earnings (EBIT),
respectively, and higher multiple businesses to boot. Metcash has also increased its ownership of Total Tools to
80% from 70% for $59m.
Hardware EBIT grew 62% in FY21 and Citi expects a further 10% growth in FY22 with hardware becoming a
larger contributor to earnings versus food by FY24.
Credit Suisse notes the company's total investment in Total Tools is $280m, and with earnings of $24m in FY21,
on a fully consolidated basis, this implies a strong return on investment. The broker expects the hardware
segment will grow at a rate that is well above trend in FY22 because of increased DIY and housing activity.
Buyback
Metcash has also announced a $175m off-market buyback, which Citi estimates is likely to be 11% accretive on
an after-tax basis for super fund investors. The broker expects a post-capital raising gearing will be at around
12%. Jarden observes the buyback is dependent on the appropriate funding structure of any substantial
acquisition that may be determined by Metcash.
Jarden expects a buyback process will run concurrently with the finalisation of the audited accounts of Richies
and then shareholders should be able to put the business case to Metcash. The Ritchies liability was estimated
at $240-260m in FY20 and is based on a fixed multiple.
The broker believes the FY21 results for Richies will be higher than FY20 and believes Metcash has the
headroom on the balance sheet to continue capital management and also fund the acquisition.
Jarden, not one of the seven stockbrokers monitored daily on the FNArena database retains an Overweight
rating with a target of $3.70 while CLSA, also not one of the seven upgrades to Buy from Outperform with a
target of $4.50.
The database has four Buy ratings and two Hold (Macquarie, UBS yet to update on the results). The consensus
target is $3.93, signalling 4.2% upside to the last share price. The dividend yield on FY22 and FY23 forecasts is
4.5% and 4.6%, respectively.
Find out why FNArena subscribers like the service so much: "Your Feedback (Thank You)" - Warning this story
contains unashamedly positive feedback on the service provided.
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Bapcor Upgrades Expansion Plans
Bapcor has outlined a range of targets in order to fulfil its expansion ambitions, particularly in Asia, with a
focus on increasing the penetration of its own brand
-Sales growth to be driven by core trade automotive parts business
-Demand tailwinds should linger for aftermarket automotive parts
-Growth ambitions outlined for Bapcor in Asia, including Tye Soon
By Eva Brocklehurst
Bapcor ((BAP)) has provided a strategic update, revealing a number of long-term growth opportunities, and
outlined a range of numerical and financial targets. The company is furthering its ambitions in Asia while
increasing penetration of its own brands, which should generate higher margins.
The main growth drivers, Citi observes, include the store roll-out within trade & retail, private-label &
specialist wholesale expansion, and the international roll-out supported by the Thai joint venture as well as
the recent acquisition of the 25% stake in Tye Soon.
Ord Minnett notes access to automotive parts in Asia will increase the total addressable market for Bapcor and
offer significant upside, and expects earnings growth to be driven by underlying demand and sales growth in
the core trade automotive parts businesses as well as expansion of the store network in Australasia.

The company recognises the supply chain requires optimisation, given the increase in the network, and the
consolidation of distribution outlets will realise $10m in savings as well as $8m in working capital efficiencies.
Consolidation of the Queensland warehouses, which total seven, is being evaluated on a similar basis to the
consolidation being undertaken in Victoria. Bapcor has lifted store targets across most segments. Increases
in own-brand penetration have been the main driver of margin expansion in recent years, and Morgans
was pleased to note heightened ambitions on this front.
9

The broker believes the benefits of increased usage of motor vehicles and elevated used car sales will mean
demand tailwinds linger for aftermarket activity and Bapcor is offering an attractive mix of growth and
defensive attributes.
Citi notes private-label penetration in the second half to date has stayed broadly flat, likely a function of
strong sales growth for the group as a whole. Still the company's strategy appears to be on track and the
broker flags the fact US automotive retail peers have higher private-label penetration.
The attraction in private label products is higher margins as well as greater bargaining power with branded
product suppliers . It also provides greater control over pricing and stock and a point of differentiation relative
to competition.
Targets
Store targets have increased, with 260 Burson trade stores now anticipated in Australia, up from 240. The
target is 90 BNT stores in New Zealand, up from a former target of 75, and 165 service workshops, up from 150.
The target for own-brand sales at Burson is raised to 40% and 45% for BNT. The own brand target has also been
lifted for the retail stores Autobarn and Autopro, to 45%. Citi notes Autopro, a smaller format for regional
areas, is likely to have an increased focus going forward as Bapcor implements initiatives to improve efficiency.
Yet the broker suggests the company should provide more disclosure for the market regarding this business, in
order to better model the opportunity.
In specialist wholesale, the $650m revenue target is unchanged while the percentage of own brands has been
raised to 65%. The company is aiming for $340m in commercial sales, also unchanged. Citi considers the
revenue targets for both these segments reasonable, given the roll-out potential in commercial vehicles.
Asia
The main new piece of information was the outlining of growth ambitions in Asia. Turnover targets in Thailand
have been maintained at $100m while the target for the number of stores has been downgraded to "over 60"
from "over 80".
The total Asian revenue target is $500m over the next five years which includes around $200m from Tye Soon.
Morgans considers the revenue target for Tye Soon a “stretch” and Bapcor's ability to reach it will rely on
taking full control of a listed entity.
Citi observes the pandemic has slowed the roll-out in Thailand, noting a reduction in the five-year target, as
travel restrictions have adversely affected Bapcor's capacity to support local management with site selection
and due diligence.
Still the potential is there and the broker calculates there will be around 267,000 motor vehicles per store
when Bapcor reaches its roll-out target. This is three times the number of motor vehicles per store in
Australasia.
FNArena's database has six Buy ratings and one Hold (Morgans) for Bapcor. The consensus target is $9.13,
suggesting 8.6% upside to the last share price.
See also, Bapcor Steering Earnings Growth Beyond FY21 on April 21, 2021.
Find out why FNArena subscribers like the service so much: "Your Feedback (Thank You)" - Warning this story
contains unashamedly positive feedback on the service provided.
FNArena is proud about its track record and past achievements: Ten Years On
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Upside Risk To Charter Hall Earnings
While stopping short of a fourth guidance upgrade for FY21, Charter Hall has reported strong growth in funds
under management and positive revaluations, prompting analysts to again lift earnings forecasts.
-Charter Hall reports strong growth in funds under management
-Every $1bn of FUM presents circa 0.9% upside to group earnings
-Analysts see upside risk to FY22 earnings
By Mark Woodruff
There are currently very positive domestic and global tailwinds for Charter Hall Group ((CHC)).
Property asset values have started to rise again, transaction activity has picked up and there is evidence global
institutional allocations to real estate are increasing. In addition, domestic superannuation fund flows are set
to rise with the Superannuation Guarantee increase, notes broker CLSA.
In late April this year, the group upgraded operating earnings per share (EPS) guidance to at least 57cps. This
was the third guidance upgrade for FY21. While this time there was no guidance upgrade, the group expects to
close out the year with around $52bn of funds under management (FUM) after recent second half revaluations,
which saw asset values marked up 5.9% over the first half.
The group manages and invests in office, retail, and industrial properties. It operates through the Property
Investments and Property Funds Management segment. The former comprises a portfolio of property funds,
while the latter segment offers investment management services and real estate management services.
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Funds under management are expected to increase by 12% over the first half to around $52bn as at June
30, 2021, which is $3bn ahead of what Macquarie was forecasting.
Citi’s prior FUM estimate was also exceeded by 7%, driven by stronger-than-expected revaluations in the
second half. Industrial was up by 10.8% versus December 2020, long weighted average lease expiry (WALE)
retail rose by 8.7% and Social Infrastructure increased by 7.4%. Additionally, transaction activity was slightly
better than expected, driven by recent acquisitions, while development capex was slightly below expectation.
The broker sees further upside to guidance driven by higher management and transaction fees, following the
strong FUM update and recent transactions. FY21 EPS is now expected to be 58.7c, excluding accrued
performance, and the analyst continues to see significant upside to FY22/FY23 consensus earnings. Citi's 12
month price target is increased to $17.50 from $17.00.
Citi reiterates a Buy rating and retains the group as a top pick, given a strong operational backdrop, upside to
FY21/FY22 consensus earnings and an undemanding valuation at around 20x forecast FY22 earnings. This sits
around -30% below the valuation for Goodman Group ((GMG)).
Charter Hall also acquired $2.9bn of assets in the second half, versus Macquarie’s expectation of $1.6bn. While
the acquisitions would have largely been factored in to the group’s upgraded earning guidance of at least 57cps
in April, the broker sees upside risk and forecasts FY21 earnings of 58.3cps.
Over FY21 the group has delivered 28% asset under management (AUM) growth including $3.7bn of valuations,
$1.8bn of capex and $6bn of net acquisitions. Over the next four years, UBS forecasts 8% yearly growth, which
the broker concedes continues to look conservative despite the high base.
The broker’s Buy rating is unchanged and the broker lifts its target price to $17.00 from $16.10.
Credit Suisse would not be surprised if the actual FY21 result exceeds management guidance for FY21 of at
least 57cps and upgrades its target to $15.35 from $14.40. A Neutral rating is maintained. Meanwhile, Morgan
Stanley retains an Overweight rating and lifts its target price to $17.45 from $17.00, reflecting stronger
12

forecasts for funds management income as the AUM is increased.
Performance fee impact on FY22 and FY23 earnings
The increase in FUM bodes positively for upgrades to FY22 earnings, points out Macquarie.
Every $1bn of FUM presents circa 0.9% upside to group earnings via an increase in annuity-like fees such as
funds management and property management fees. These items also attract a higher earnings multiple,
explains the broker. Therefore, with FUM around $3bn ahead of the analyst’s original estimate for the start of
FY22, this implies an additional 2.8% of earnings.
In addition, the LWHP partnership (Bunnings fund) and the Charter Hall Industrial Fund (CPIF) are due to pay a
performance fee in FY22. With positive revaluations for these asset classes likely to further drive further
outperformance, there is considered upside risk to FY22 performance fees.
The significant revaluations also provide confidence to Macquarie regarding performance fees across the
broader platform in FY22 and beyond.
For FY22, Macquarie forecasts earnings growth of 38%, including $90m of performance fees. Excluding this
item, earnings are still expected to grow by 15%. The key drivers are reinvestment of retained earnings to
generate growth in property investments and an increase in forecast FUM to $60bn at June 2022 from $52bn at
June, 2021. The broker increases its 12 month target price to $17.42 from $16.12 and maintains an Outperform
rating.
Credit Suisse estimates the group’s implied FY22 performance fee accrual as at 31 Dec 2020 was around $78m,
though now predicts it will come in meaningfully higher after the announced June 2021 revaluations. While the
broker expects continued underlying operating earnings growth in FY23, lower performance fees should lead to
a decline in overall earnings relative to FY22. The broker's Neutral rating is unchanged and its target price rises
to $15.43 from $14.40.
Meanwhile, Citi is 11% above consensus on significant performance fees in FY22, with upside to FUM driven by a
strong backdrop for transactions. Additionally, there’s potential for ongoing asset value upside, particularly for
industrial and long WALE properties.
Comparison of revaluation to peers
The half-on-half valuation growth of 5.9% for Charter Hall Group was in-line with other REITs that have
reported. Industrial growth was strong at 10.8%, while long WALE retail was also solid with revaluations of
8.7%, explains Macquarie. Notably, office revaluations were 2.9%, which is ahead of Dexus Property ((DXS)),
for which office revaluations “increased marginally”.
The broker believes the positive outcome on office revaluations was likely driven by a relatively long WALE
versus peers. The group has an office WALE of 6.7 years, which compares to Dexus at 4.1 years.
Growthpoint Properties ((GOZ)), with a WALE of 6.9 years, reported office portfolio revaluations of 5.4%
(half-on-half) to June, 2021. While the exposure varies, Macquarie suspects these were also driven by the
relatively long WALE.
Summary
CSLA, not one of the seven stockbrokers monitored daily on the FNArena database, has a Buy rating and raised
the target price to $18.77 from $17.55.
The database has four Buy and one Hold rating. Ord Minnett has an Accumulate rating, though has not updated
since early May. The consensus target is $16.88, signaling 10.1% upside to the last share price.
Find out why FNArena subscribers like the service so much: "Your Feedback (Thank You)" - Warning this story
contains unashamedly positive feedback on the service provided.
FNArena is proud about its track record and past achievements: Ten Years On
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Collins Foods Has Tough Comparables To Cycle
After a strong performance over FY21, Collins Foods will be heavily dependent on delivery and digital roll-out
for growth in the KFC brand over the year ahead
-Incremental upside from home delivery and digital orders
-Collins Foods has both defensive and growth characteristics
-Positive outlook for KFC Europe as restrictions ease
By Eva Brocklehurst
A softening of the outlook for Collins Foods ((CKF)) in Australia is likely due to elevated comparables, while the
opposite is anticipated for the company's KFC brand in Europe.
As Morgans explains, KFC Australia enjoyed two years of growth in one in FY21 and therefore FY22 is likely to
be more modest. The company may find it difficult to outperform over the balance of 2021.
Sales momentum was strong in the second half and margins were firm for KFC Australia. Underlying operating
earnings in FY21 of $136.3m were up 12.4%. KFC Australia revenue was up 13.8% while KFC Europe revenue was
relatively flat.

Taco Bell revenue growth was 57.4% to $28m and earnings roughly broke even. There are 16 restaurants now
trading and the company is targeting a further 9-12 in FY22, including the opening of a store in Perth later this
year.
Jarden assesses Collins Foods is an attractive business that has a leading global brand and a well-run network,
providing both defensive and growth characteristics. Moreover, the broker likes the scale of the Australian KFC
operations and the predictable outlook, with incremental upside from the rolling out of both digital orders and
home delivery.
Digital sales now account for 14% while delivery is available at at 202 stores out of the network of 251.
14

Digital sales now account for 14% while delivery is available at at 202 stores out of the network of 251.
Therefore, the incremental uplift from the penetration of home delivery for KFC Australia will be important
going forward, Morgans suggests.
While the company expects stable margins, the broker suspects this will be difficult to achieve should growth
persist around current levels and downgrades to Hold from Add.
Canaccord Genuity believes KFC Australia performance has benefited from brand recognition, marketing
choices and operating efficiency but agrees the challenge will be in cycling this performance.
The broker suspects the company will rely on aggressive promotional activity to retain market share and this
may mean margins ease back a little. Still, there should be a benefit from rolling out more stores.
The broker notes the balance sheet has scope for acquisition of smaller franchisees in Europe and likes the
overweight exposure in Western Australia and Queensland, retaining a Buy rating with a $13.35 target.
Australia
Same-store sales growth in the first seven weeks of FY22 was 1.5% for KFC Australia while Taco Bell was
affected by the Melbourne lockdown and posted a contraction of -14%.
Morgans was disappointed by the latter outcome when considering the comparable sales period was also
affected by the pandemic. Wilsons, on the other hand, notes the exceptional trading performance of KFC
Australia, amid effective brand engagement, and believes this business alone means Collins Foods deserves a
premium valuation.
The broker, while retaining an Overweight rating and $13.15 target, agrees improvement in same-store sales
growth and margin expansion are critical to enable sustained growth in the store network and concedes
execution to date has been somewhat mixed for Taco Bell and KFC Europe.
Canaccord Genuity believes comparable store sales for Taco Bell reflect weaker brand strength as this concept
is new in Australia. Still, the broker points out margins are on an upward trajectory and the marketing strategy
for both Victoria and Queensland will focus on suburban clusters to improve awareness.
Europe
Same store sales growth in the first seven weeks of FY22 was 21.3% for KFC Europe, as restrictions eased. In
FY21 The Netherlands same-store sales contracted -3.3%, reflecting a higher proportion of city centre stores
while Germany rose 4.2%, with delivery now available across 28 of the 46 KFC restaurants.
The company has acquired a net eight stores in the Netherlands through three franchisees for EUR10.9m with
pre-pandemic earnings of EUR1.9m. Canaccord assesses the European network was affected by exposures to
CBD and tourist locations amid a prolonged period of restrictions on seated dining. Nevertheless, the start of
FY22 has revealed a much stronger post-lockdown recovery.
Sales growth may have been modest in FY21 but was well ahead of Jarden's expectations. The broker notes the
solid start to FY22 in Europe, highlighting the delivery option is also performing well there, and retains a Buy
rating with a $13.31 target.
UBS, which places its Buy rating and $11.65 target under review, flags costs in Europe that were negatively
impacted by the pandemic, although accepts the acquisitions provide a platform for stronger growth.
Morgans acknowledges European sales were robust, considering the sweeping lockdowns over most of the
trading period, and points out most of the impact was experienced in the Netherlands where the operating
earnings margin contracted materially.
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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Winter Lockdowns Impact Kathmandu Sales
With lockdowns and travel restrictions adversely affecting Australasian winter trading, Kathmandu has had to
step back its FY21 sales guidance
-Lockdowns in NSW and Victoria impacting on winter season sales
-Importantly, Rip Curl and Oboz provide brand and geographic diversity
-Leveraged to re-opening economies and shift back to outdoor activity
By Eva Brocklehurst
Prior to sudden lockdowns in Melbourne and then Sydney, Kathmandu ((KMD)) appeared to be performing
strongly as the peak winter trading period approached. Now lockdowns are adversely affecting the Australasian
outdoor sector.
Yet the risks were known, even at the half-year result, Canaccord Genuity asserts, amid lower foot traffic in
the CBD and airports along with uncertainty around the extent of winter travel/activity restrictions.
Kathmandu has guided to FY21 sales of NZ$930m and underlying operating earnings (EBITDA) of NZ$120m. With
the absence of concessions such as JobKeeper, operating expenditure associated with closed stores is being
accrued and the company expects operating earnings will be negatively affected by around -NZ$13m.

In NSW 40 stores are currently closed and this combines with the Victorian lockdowns where 62 stores were
closed in early June. Operating earnings for FY21, before the impact, were estimated by brokers at around
NZ$133m.
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This signals to Macquarie that the negative impact is stemming wholly from the lockdowns, as opposed to any
deterioration in performance or product. Jarden agrees the update implies the company was on track to
deliver on forecasts and highlights a couple of important features to note.
The downgrade should be temporary, with no impact to FY22, and the Rip Curl acquisition continues to provide
not just brand diversity but also geographic and channel diversity, reducing earnings concentration and risk
profile.
Jarden downgrades estimates for FY21 underlying net profit by -14% to reflect the trading update and believes
this will be entirely driven by Kathmandu Australia earnings because of lower sales, gross margin and fixed cost
leverage.
Regardless, Canaccord anticipates earnings will soon be on an upward trajectory, which is in contrast to many
other "cheap" small cap retailers that had a strong year in 2020/21and are now looking at potentially negative
momentum into FY22.
The broker, while acknowledging it prefers a little more margin of safety in forward multiples, anticipates
renewed interest in the stock and upgrades to Buy from Hold with a target of $1.48.
Rip Curl/Oboz
Rip Curl and Oboz are performing well in North America and Europe, exceeding pre-pandemic levels
despite disruptions. Oboz wholesale orders for FY22 are well ahead of FY19 and wholesale orders for Rip Curl
for FY22 are exhibiting double-digit growth versus FY19. Direct-to-consumer sales for Rip Curl are also well
above pre-pandemic levels.
Canaccord also anticipates some upside to estimates regarding "recovery" earnings, as this is only really
captures pro forma numbers provided at the time of acquiring Rip Curl, and particularly so since both Rip Curl
and Oboz appear to be outperforming.
The broker had been predicting a multiple re-rating following the acquisition of Rip Curl but now suspects this
could be a little further off, given what has transpired over the last 12 months. Canaccord also awaits any
advice on the company's direction from the new CEO Michael Daly before assessing whether this view remains
relevant.
While encouraged by the recent performance, Macquarie believes its forecasts are capturing the momentum
and cautions that even as winter passes, the Kathmandu brand is likely to be affected by international
border closures and a lack of travel-related purchases.
As a result, the broker retains a Neutral rating and $1.35 target. Morgan Stanley, on the other hand, noting the
lockdowns are not permanent, remains a buyer on any weakness and retains an Overweight rating with a $1.80
target. The broker assesses Kathmandu is leveraged to the re-opening of economies and a shift back to outdoor
activities.
Meanwhile the balance sheet is well-positioned and Jarden expects the company will be net cash in FY21,
finishing the year with inventory that is broadly in line with FY20 levels.
The broker reiterates a Buy rating with a NZ$1.75 target to reflect attractive valuation upside, a cash dividend
yield, earnings recovery and conservative balance sheet. Jarden anticipates a final dividend for FY21 of NZ5c.
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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Telstra's Mobile Tower Deal Welcomed
Telstra has wrapped up a deal for its mobile towers at a full price while also retaining a controlling stake
-Transaction completed early and price well ahead of most broker estimates
-Telstra expects to return 50% of net proceeds of $2.8bn
-Higher mobile pricing also appears to be stickier
By Eva Brocklehurst
Telecommunication infrastructure assets are in high demand and Telstra Corp ((TLS)) has wrapped up a deal
that is ahead of expectations in terms of timing and price, bypassing the auction process that was to take
place in the December half.
The sale of 49% of the mobile towers business is at a higher value than brokers anticipated, at an implied
$5.9bn. This compares with Morgan Stanley's estimates of $3.6-4.8bn. The broker acknowledges there is an
element of financial engineering in all sale/leaseback transactions yet this one appears to be genuinely
superior.
Still, it is important to keep the transaction in perspective. The broker's forecast for FY22 mobile tower
operating earnings (EBITDA) of $250m represents just 3% of Telstra's total estimated EBITDA of $7.5bn for FY22,
so it is relatively small.

Telstra had indicated it would run a formal sales process and close a deal in 2022 but now aims to settle this
transaction in the first quarter of FY22. The reason an early agreement was reached, Morgan Stanley notes,
was the consortium backed Telstra's control, and the multiple offered, around 24x FY22 enterprise
value/EBITDA, is at the high-end of global precedents for tower assets.
Credit Suisse also expected the sale of the towers would be a positive catalyst but the price is well ahead of
what it considered was reasonable. Importantly, Telstra maintains majority ownership and control over its
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towers.
For Morgans, the deal shows management is serious about taking the steps required to release value. The
broker is now more confident in assessing Telstra's worth around $4.50 a share if the sum of the parts can
be realised and upgrades to Add from Hold. Prior tax losses are expected to shield Telstra from deal-related
tax and with a controlling stake there is minimal impact on earnings.
Shareholder Returns
Telstra expects net proceeds of $2.8bn of which 50% will be returned to shareholders and the remainder
applied to debt reduction to keep the transaction credit-neutral. The company will also invest $75m of the
proceeds to enhance connectivity in regional Australia and the remainder on debt reduction.
Following the divestment Ord Minnett expects Telstra will opt for a share buyback rather than an additional
dividend. At the current price, the broker estimates a $1.4bn share buyback would be 1% accretive to value.
Credit Suisse also assesses the company could undertake a $1bn buyback and still maintain its $0.16 dividend in
FY22. The deal is also positive for debt metrics with FY22 pro forma debt servicing ratio likely to fall to under
1.8x, well inside management's comfort zone of 1.5-2.0x. In the broker's view, this should eliminate any
lingering concern the dividend may be lowered.
Re-Rating Potential
Following on from the transaction, Morgan Stanley estimates the market is now valuing Telstra's infrastructure
business, which generates around $2.5bn in operating earnings, at only 9.4x for FY22, so there is even greater
potential to drive a re-rating of Telstra shares.
Options to unlock further value are likely to be longer dated but the broker envisages upside still exists. Other
infrastructure assets include the company's subsea cables, fibre and exchanges as well as the 30-year contract
with the NBN.
Credit Suisse had previously considered the trading multiples of European operators the best comparable on
the basis their towers have been spun out of integrated telcos, and commercial agreements were maintained
with anchor tenants.
Yet the implied valuation for the Telstra towers is broadly in line with the higher trading multiples of US
operators and this is considered an excellent outcome given Telstra retains control while the US operators are
independent.
Telstra has a 15-year agreement, with potential for extension, with the consortium, comprising the Future
Fund, Commonwealth Superannuation Corp and Sunsuper, to secure ongoing access to existing and new
towers.
Morgans also believes the transaction proves that Telstra retaining control has not discouraged potential
investors and could signal strong demand for other parts of the portfolio. The broker also notes industry pricing
appears to be improving with mobile plan increases being maintained over the last two months.
For example, Optus added $6 per month to its post-paid mobile plan pricing in May and included more
downloads for the higher price, retaining the pricing in June. Morgans calculates dollars per gigabyte have
been broadly stable over the last six months and increasing revenue per unit is a major requirement for better
returns after years of downward pressure.
FNArena's database has five Buy ratings for Telstra. The consensus target is $4.07, suggesting 8.2% upside to
the last share price. The dividend yield on FY21 and FY22 forecasts is 4.3%.
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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Accel Is A Hard Act To Sell For New AGL
While AGL Energy’s split is supposed to set up both demerged entities for success, the jury’s out on whether
funding provisions are adequate for both companies to pursue its growth ambitions.
-Greater clarity needed on dividend policies
-Brokers’ worry funding won’t support future growth
-Further earnings downgrades likely
-Debt refinancing flagged as key demerger constraint
By Mark Story
As far as embattled energy giant AGL Energy ((AGL)) is concerned the tilt towards renewable energy is very
much a two-edged sword. Falling wholesale electricity prices, courtesy of renewable energy, are directly
responsible for the company’s long awaited split
However, navigating the lurch to renewable energy will also play a major part in the company’s future.
AGL expects to complete the demerger by the end of FY22. Yet the demerger could be voted down at a future
scheme meeting, given that 40% of AGL’s register is retail investors.
AGL’s eventual split into two will separate what’s euphemistically referred to as the “clean” bit. AGL
Australia will house the group’s electricity and gas retail business, the 20% stake in PowAR and the gas peaking
assets.
Then there’s the “dirty” bit, Accel Energy (previously named PrimeCo). This will be home to the group’s coal
assets including the Liddell, Bayswater and Loy Yang power stations, its Torrens Island gas plant and the legacy
wind power purchase agreements.
Accel Energy’s new CEO Graeme Hunt, formerly AGL’s interim CEO, is tasked with managing the tricky
transition from fossil fuels to a renewable future. Christine Corbett will be managing director and CEO of AGL
Australia.
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Greater clarity needed
With senior management appointments done and dusted, brokers want greater clarity on how the demerger
can be done without compromising Australia’s east coast electricity networks baseload coal generation
requirements in the process.
Much of analysts’ attention has refocused on balance sheet and capital raising issues. Brokers also want
greater clarification around dividend policies and funding necessary both demerged entities to expand.
However, AGL has indicated that AGL Australia will retain a dividend policy based on underlying net profit.
Meanwhile, Accel Energy will set a dividend policy based on free cash flow.
Having been unable to capture the benefit of the fourth quarter wholesale electricity spot price rally, AGL’s
FY21 guidance was recently updated to the bottom half of prior earnings range of $1,585-1,845m. Net profit
guidance is to midpoint of prior $500-580m range, both -4% below consensus.
The FY22 outlook is challenged with around $115m of favourable one-off items no longer in the company’s
financials. While these events do not reoccur, Macquarie notes the outlook remains beholden to repricing for
the forward book, the majority of which will be felt in FY22.
The broker has revised FY21 net profit down -1%, but increases FY22 and FY23 estimates by 2.5% and 8.7% to
reflect higher forward prices. Due to research restrictions, Macquarie cannot advise its valuation on AGL at this
time.
With consensus yet to fully factor in current headwinds, UBS sees a material earnings decline in FY22 -42%
year-on-year. However, the broker lifts FY22-23 net profit forecasts modestly due to lower interest costs.
Funding issues
To ensure Accel Energy doesn’t exit the starting blocks with a too much lead in its saddlebags, there is a lot of
talk around a practicalities of future capital raising. The company indicated Accel Energy will establish an
$800m term loan, while AGL Australia will have a bilateral bank loan of $2bn.
UBS, which maintains a Sell and $7.60 target, believes the decision for Accel Energy to own a 15-20% equity
interest in AGL Australia was necessary to support its credit metrics; especially given its volatile, declining
earnings outlook.
Echoing a similar view, Ord Minnett believes Accel retaining 15–20% ownership of AGL Australia is a good way of
having assets to provide security against bank debt. But given the challenges for AGL ahead of the demerger,
Ord Minnett maintains a Hold and an $8.80 target.
The broker suspects retaining 15-20% ownership of AGL Australia implies Accel will most likely be unable to sell
this stake.
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By comparison, Credit Suisse views the 15-20% retained holding in AGL Australia by Accel as solely financial,
and ultimately destined to be sold for an estimated $500-700m. The broker believes a capital structure which
effectively raises up to $1.0bn, still leaves Accel unrealistically leveraged.
The broker retains an Underperform rating, a $6.80 target and anticipates further consensus earnings
downgrades.
For now, the company has avoided capital raising considerations by terminating the Special Dividend Program
and underwriting the FY21 final dividend and FY22 dividend. This decision is expected to raise $400-500m of
additional equity.
While this may support an investment grade credit rating for AGL Australia and Accel Energy, UBS believe there
is limited balance sheet capacity for both companies to fund growth.
Given that 35% of generation volumes are to be market-linked from FY23, and 50% of volumes are fully
merchant by FY26, Morgan Stanley views AGL's debt refinancing as a key demerger constraint.
The broker remains Underweight, and has a target price of $8.88.
Demerger pros and cons
Based on the capital structure of both entities, UBS also sees limited balance sheet capacity for AGL Australia
and Accel to pursue growth ambitions. Adding to the broker’s concerns are earnings headwinds facing both
companies in FY22 and soft returns for targeted wholesale markets growth projects.
UBS estimates total demerger costs of -$250m for one-off transaction costs and -$10m of ongoing dis-synergy
costs. The sum of these costs translates to -$0.60/sh which the broker has already factored in the valuation.
The broker believes Accel’s debt capacity is limited by its $3.4bn liabilities related to environmental provisions
($1.4bn) and onerous contract provisions on legacy windfarm offtake agreements.
UBS supports the concept of coordinating Accel’s growth into low carbon industrial hubs to create synergies
across supply chains. However, the broker is unclear what the returns these hubs will achieve.
Based on the projects in Accel’s development pipeline, Bells Mountain Pumped Hydro and 1.6GW of wind
development projects, UBS remains skeptical of earnings growth from the company’s development pipeline.
Meanwhile, UBS sees limited material growth opportunities for AGL Australia into the medium term. But that
said, the broker doesn’t see the balance sheet capacity to fund significant growth as it must carry the
remaining $2.1bn which will see its funds from operations/net debt ratio in FY22 reduce to 13%.
Morgan Stanley assesses AGL investor upsides as non-zero, but also difficult to quantify. AGL anticipates
dis-synergy costs, like systems, staffing, and funding will be offset by clarity benefits.
While it’s early days, Morgan Stanley sees clarity benefits as mixed. For example, while it will lead to a simpler
capital budgeting frameworks within the separated entities, the broker believes the proposed retention of a
15-20% equity stake in AGL Australia potentially reduces the clarity benefit.
While AGL believes AGL Australia will benefit from fewer ESG exclusions compared to current AGL Energy, the
broker’s industry channel checks suggest that the lack of identified decarbonisation additionality will remain a
near-term pressure.
Morgan Stanley anticipates Accel Energy being excluded from many institutional mandates in view of its carbon
intensity.
The consensus target combining six brokers on the FNArena database currently stands at $8.36, but Ord
Minnett is yet to update.
Find out why FNArena subscribers like the service so much: "Your Feedback (Thank You)" - Warning this story
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Material Matters: Metals, Oil & OPEC
A glance through the latest expert views and predictions about commodities: steel, Russian base metals, oil &
OPEC, and green aluminium
-China's steel industry slowing as demand eases
-Base metals markets may tighten with Russia's proposed export tax
-Supply/demand balance for oil becoming more critical to the price outlook
-Pressure is on to produce greener aluminium
By Eva Brocklehurst
Steel
Macquarie's survey on China's steel industry reveals softer sentiment as order growth has slowed. Capacity
utilisation has slipped slightly, although the broker notes this is comparatively elevated in spite of narrower
margins.
Inventory of coke/coking coal and iron ore have risen although most participants in the survey reported there
has been a decline in buying interest for the near term. Steel stocks in terms of days of sales slightly increased
for both traders and mills, which Macquarie notes is consistent with indications of a slower decline in
production compared with demand. Export demand is also softening.
Demand for long and flat steel products slowed in June with the latter showing the most weakness. While the
deterioration in order growth from the machinery sector was the greatest it still remains positive. Automotive
and white goods segments reported a small decline. The infrastructure and property segments appear more
stable.
ANZ Bank researchers suggest healthy margins for steel mills have encouraged production growth in China but
this could be under threat as provided profitability falls. Margins have collapsed more than -20% since May and
are now in negative territory for rebar. The analysts researchers suspect this could take the heat out of the
iron ore market.
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Russia's Base Metals
Russia has proposed introduction of a 15% export tax on aluminium, copper, nickel and steel to combat price
inflation and boost tax revenue. Russia's exports of base metals account for 3-6% of metal demand outside of
Russia.
Assuming the taxes are imposed only on primary metal, Morgan Stanley expects this will create a push to
exports of downstream fabricated products where possible, particularly in the case of copper and aluminium.
Markets also may tighten if producers are incentivised to carry out maintenance and trim production, or build
domestic inventory and withhold supply from global markets. A tightening of markets dependent on imports
from Russia could feed into modest support for commodity prices in the second half of 2021.
Oil & OPEC
OPEC (Organisation of Petroleum Exporting Countries) members have some pressing issues, ANZ Bank
researchers suggest. Stronger economic growth is likely to mean a recovery in demand accelerates and tightens
the oil market further.
Still, this is complicated by the prospect of rising supply from a variety of sources as well as sudden outbreaks
of coronavirus. Demand for transport fuel is surging as vaccinations allow travel restrictions to be eased. The
market is also heading into the peak northern summer demand period.
Still, a full recovery is some time away as international borders are largely closed which caps a recovery in jet
fuel. Overall crude demand is still well below pre-pandemic levels.
The researchers expect OPEC will try to balance the market and expect a small production quota increase of
around 500,000b/d in August that could support higher prices. If OPEC holds off on further increases to supply
the risk of a price rise beyond a short-term target of US$80/bbl increases substantially.
The prospect of Iranian oil hitting the market in the short term has meant OPEC is cautious about increasing
supply. If US sanctions are lifted against Iran, the researchers envisage a rise of over 1mb/d to 3.4mb/d within
six months.
World consumption was around 96.2mb/d in May, -8% below the levels of 2019. This may not improve if the
new delta variant of the coronavirus takes hold in major consumer regions.
Yet, the US is the main driver of growth in oil demand and its GDP growth forecast for 2021 is 6.5%, a rate the
researchers assess has not been achieved since the early 1980s.
Longview Economics considers upside to the oil price is limited for both technical and fundamental reasons and
there is a growing risk of a pullback in coming weeks, or at the very least a consolidation phase.
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The oil price is now at or above the fiscal breakeven for most OPEC members so the pressure to bring back
spare capacity is starting to build up. Technically, net speculative long positions are the most crowded since
2018 and a number of the analysts indicators are now on Sell.
Fundamentally, there is also a case for a lower oil price as various factors point to a shrinking of supply
deficits over 2021 and 2022. Longview Economics agrees the balance of power in the oil market remains with
OPEC et al.
The cartel is increasingly incentivised to increase supply to regain market share, limit price strength and
discourage additional supply from high-cost producers. Also, potentially, to limit the speed at which the world
transitions to green energy.
Moreover, US shale supply will begin accelerating and Longview Economics suspects OPEC is underestimating
its strength. The analysts also flag the possibility of a large increase in Iranian production.
The global oil market is expected to be broadly balanced for the remainder of 2021 and 2022. Also, with the
global oil market no longer in a tightening phase the slump in global inventory should ease up. Hence, at the
margin, the main driver of the oil price uptrend should weaken.
Green Aluminium
Goldman Sachs has upgraded aluminium price forecasts, expecting material cost inflation, driven by a policy
that creates a "green margin", and a sharp deceleration in primary metal production.
The broker's outlook indicates the slowest supply growth in aluminium in almost 40 years. A deficit of -3mt by
the end of 2023 and even as high as -9mt by mid decade. Goldman Sachs expects the aluminium price to
average US$2450/t in 2021, US$2900/t in 2022 and US$3250/t in 2023.
The industry emits around 1.1gt of carbon dioxide per annum, equating to 3% of global emissions. Global
aluminium producers are very aware of the decarbonisation challenge and the race is on to cut emissions and
produce greener aluminium.
Several companies such as Rio Tinto ((RIO)), Alcoa, Norsk and Rusal are already receiving a small premium for
green aluminium. Goldman Sachs expects premiums will emerge for those that can produce "greenish"
aluminium, mostly by incorporating hydro power.
Rio Tinto and Alcoa aim to commercialise the ELYSIS inert anode technology in Canada by 2024. The benefits
include reducing aluminium emissions by 1.8t of carbon dioxide per tonne of aluminium, a -15% reduction in
operating costs and a 15% increase in aluminium production
Goldman Sachs calculates the technology could be economical at a zero carbon price if it can be installed for
less than US$1000/t. With a positive view on aluminium prices Goldman Sachs retains Buy ratings on most
aluminium companies.
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ESG Focus: Sustainability Finance To Take Off
In 2021
FNArena's dedicated ESG Focus news section zooms in on matters Environmental, Social & Governance
(ESG) that are increasingly guiding investors preferences and decisions globally. For more news updates,
past and future:
https://www.fnarena.com/index.php/financial-news/daily-financial-news/category/esg-focus/
Sustainability finance to take off in 2021
ESG finance is forecast to become a part of a business's licence to operate, transforming the world – and
2021/2022 is the pegged as the year of take-off.
-

Prepare for the big boom – EU leads the charge
ESG finance to become part of the licence to operate
The concept of blended finance
Beginners guide to ESG finance

By Sarah Mills
The ESG bond market has boomed in past five years (more than US$1.7trn ESG bonds are now on issue) and is
expected to experience another sharp surge in demand as the green transition gets underway in 2022.
The lesser known ESG-linked or sustainability finance market (which includes bonds and loans) is forecast to go
mainstream soon, as banks enter the market in force in the second half of 2021.
Some forecast that within a decade, sustainability finance will become part of the corporate and business
licence to operate – in other words, nearly all financing will become sustainability financing.
So it seems an opportune time to address the ESG finance market.
This is the first in a series of four articles.
The first sets the stage – a 101 if you will, examining the history, economic rationale, challenges and future
for the ESG finance market, as well as a beginner’s guide.
The second and third articles examine the ESG or green, social and sustainability (GSS) bond market, including
the sovereign bond market. (ESG bonds refer to the entire universe of bonds that are structured as
use-of-proceeds bonds that tie ESG goals to financial value.)
The fourth article examines the ESG-linked bond; sustainability-linked loan market and the impact bond
market. (These debt instruments are typically pay-for-success structures, which also tie ESG goals to financial
value.)
EU leads the charge
Leading the ESG finance charge is the European Union (EU).
The EU has been the major issuer of green bonds for the past decade; meaning global GSS issuance is
dominated by the euro.
This fact has prompted The Economist to suggest that dominance of the green issuance market might improve
the euro’s capacity to remount a challenge to the greenback.
The EU’s previous push to build global acceptance of the euro was scuppered by the global financial crisis, and
the union now spies an opportunity to rebuild the euro’s credentials.
So the geopolitical significance of the ESG finance market and global currency markets should not be
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underestimated.
The EU formally adopted the European Taxonomy (the first serious attempt to develop market standards) on
June 4, providing the market with clear criteria to qualify for Europe’s post-pandemic E1trn Green Deal – a
sustainability-led recovery package.
It is expected that the taxonomy will provide a blueprint for other nations as they develop their own
taxonomies; and also for the likely development of global standards.
The EU’s post-pandemic NextGenerationEU and green bonds aim to support the bloc’s economic recovery and
build a greener, more digital and resilient future, as expressed in the bloc’s ‘Build Back Better’ slogan.
The emphasis here is on digital. The EU is prioritising digital initiatives with its NextGenerationEU bonds,
suggesting issuance that is both sustainable and digital/innovative will find favour.
For brevity, we have coined the term "the ESG trinity" to describe the green, digital, and
resilience/sustainability nexus, which recognises the important but oft-overlooked role that the fourth
industrial revolution will play in ESG investing.

The blended finance concept
But first let’s take a step back.
Big capital is pushing investment funds, individual investors and companies to incorporate ESG into their
investment portfolios or operations.
All ESG investing harks back to the relatively novel concept of blended finance – investing for both social
(which includes environment) and financial gain.
The notion of blended value hit the investment scene in the 1990s and includes both equities and fixed-income
investments.
By 2020, roughly 25% of money under professional management was invested in ESG funds seeking a financial
return.
The blended finance concept differs from previous investment philosophies such as sector investing, which put
financial gain front and centre but ignored pent-up demand for social and environmental innovation for reasons
of expense, risk and convenience.
This occurred in an artificial bubble (separate from the society in which companies operate), and in the
charitable absence of a user-pays environment for waste, water and carbon pollution; and alongside the
gradual exhaustion of the productivity benefits to be yielded from the oil cycle.
One side effect was to stifle innovation and progress (which adds risk to operations), another, was
environmental impact; and a third, as the oil cycle waned, was a narrowing of the growth window, thanks to
the former issues.
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the former issues.
So the argument now is that the fourth industrial revolution must be built on sustainable energy sources to fire
growth and manage the environmental challenges posed by big capital’s commitment to continuous economic
growth.
Blended finance aims to harness private capital towards unlocking this pent-up demand by shifting the risk
profile to one that more accurately accounts for inputs and social and environmental impact.
Failing to unlock that pent-up social and environmental demand now carries significant risk, given it will be
critical to propel the world through the fourth industrial revolution and into new energy sources.
It also requires greater standards of governance.
Blended finance also has an ideological basis in that it supports corporate provision of social and environmental
services over government provision of social services, where possible.
This is an extension of the free market ideologies of the late 1900s (as championed by Milton Friedman and the
Chicago School of Economics early in the century).
As Blackrock CEO Larry Fink wrote in 2018:
“To prosper over time, every company must not only deliver financial performance but also show how it
makes a positive contribution to society. Companies must benefit all of their stakeholders, including
shareholders, employees, customers, and the communities in which they operate.”
All of this has led some investors to complain that it will be investors that fund the transition.
But challengers say that if productivity gains, yielded in part by technological innovation and deployment, are
high enough, then the transition has the potential to yield great profits.
They also point to the fact that governments will also be funding the push.
The rationale behind sustainability finance
ESG scepticism abounds and many investors have been dragged reluctantly to the table.
But assuming the architects of the transition to the fourth industrial revolution and the green transition are
true of intent, it is in the best interest of corporations to get the jump on their competitors in the ESG arena.
By ensuring that corporate activities and financing are aligned with and support the EU taxonomy goals and
conditions (outlined below), companies should be more competitive and sustainable in the long term.
Such companies are less likely to suffer regulatory and tax imposts on water and energy useage, resulting in
more sustainable and durable sources of revenue and growth.
Such companies are more likely to yield the coveted sustainability premium, thereby attracting more capital,
creating a virtuous investment cycle.
By linking all debt to sustainability criteria, which will happen progressively, a debt-fuelled world should be
operating on a single, efficient economic model, although at this stage it is difficult to know if the best
analogy is one of turning a ship, or jumping tracks.
Beginners guide to ESG finance
ICMA International Capital Market Association uses the term ESG bonds to describe the entire universe of bonds
that aim to match ESG outcomes with financial return.
In essence, ESG bonds are sustainability bonds in that ESG is all about sustainability – environmental
sustainability, social stability and financial/governance stability.
They are debt instruments that encourage investments based on the issuer addressing certain ESG criteria. In
doing so, companies are encouraged to incorporate ESG into their operations.
I also use the term ESG bonds to avoid confusion given there are so many finance types which fall under the
sustainability banner, many of which include the term sustainability.
Another catch-all phrase is the GSS market (green, social and sustainability) market.
Application of funds range from: reducing carbon intensity; waste management; water management,
agriculture; recycling; improving gender diversity; education; and health – practically anything that aligns with
the UN Sustainable Development Goals.
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Following is an explanatory 101 section and assumes no prior knowledge on behalf of the reader, so skip
through to the more serious sections if you think you have it covered.
Use-of-proceeds bonds vs sustainability-linked finance
There are two main types of bond structures: use of proceeds instruments (typically bonds); and
pay-for-success finance (which generally come in the shape of loans and impact bonds).
Use-of-proceeds bonds are linked to the issuer typically achieving specific sustainability projects and can
qualify as either senior debt or subordinated debt, depending on the issuance.
In 2020, Spanish bank BBVA became the first bank in the world to issue a green convertible contingent bond.
Use-of-proceeds bonds include green bonds; social bonds; blue bonds (which are sometimes lumped under
green bonds); sustainability bonds; covid-19 bonds; and sometimes transition and impact bonds, although the
latter two tend to be grouped under ESG-linked bonds.
We go into greater detail on bond types in our next stories.
Governments and supranational issuers tend to be first to market, followed by private financial and industrial
issuers, then sovereign and treasury issuers.
Financial institutions make up the single largest private-sector source of supply in the social bond market at
16.2% globally, according to the Asian Development Bank (ADB).
Non-financial corporate issuers make up only a fraction of the market.
In the use-of-proceeds bond markets, particularly liquid green bonds, primary market pricing is on par with
traditional non-green bonds, according to Nordea.
This will likely change as ESG bonds become the norm rather than the exception, and become more liquid and
fungible.
Green bonds achieve slightly better pricing in the secondary market but they only make up a fraction of global
fixed-income issuance.
Green bonds demonstrated through covid that they perform better during crises, increasing their safe-haven
potential.
The weighted average credit rating of the global social bond market is AA, compared with a weighted average
of A+ in the global green bond market and AA- in the global sustainability bond market, according to the Asian
Development Bank.
Social impact bonds may have a guarantee of principal but ESG bonds usually have no guarantees, according to
the ADB.
ESG-linked bonds and sustainability loans directly link agreed company sustainability performance targets
(SPTs) and key performance indicators (KPIs) to interest-rate discounts and penalties, depending on whether a
company either achieves or fails to meet its targets.
ESG-linked finance typically includes sustainability-linked bonds, sustainability-linked loans, and social-impact
bonds and loans, and development impact loans. Again, we will examine these loan types in separate stories.
One significant difference between use-of-proceeds bonds and ESG-linked structures is that generally while the
former tends to relate directly to achieving projects, ESG-linked debt ties the whole company to achieving
sustainability targets, even if it only has one sustainable debt instrument.
The Wall Street Journal says the penalties and benefits attached can be as small as 0.025 percentage points
for the annual interest for each target, compared with typical savings of 0.25 percentage points for reducing
debt-to-earnings multiples by the equivalent of one-quarter of annual earnings.
At the moment, the reputational risk of failing to meet targets is more significant than penalties or rewards as
it affects a company’s ability to attract more capital – particularly as the reporting and disclosure nets
tighten.
This applies to use-of-proceeds bonds as well as ESG-linked finance but penalties across both classes are likely
to rise over time.
The European Banking Agency recently opined that it did not believe ESG-linked bonds could be used as a
capital buffer, as opposed to some use-of-proceeds bonds.
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At the moment, no company actually defaults on a loan if they miss use-of-proceeds or ESG-linked
sustainability targets or KPIs, regulators fearing that this could hamper market growth. This too is likely to
change over time.
Both use-of-proceeds bonds and ESG-linked bonds can also be linked to achieving social targets such as board
diversity.
Investors straddling the ESG see-saw
For investors, the proposition is a little more tricky than for corporations.
To some extent, an inverse relationship exists between the ESG finance market and the ESG equity market,
particularly in the pay for success market – let’s call it the ESG financing see-saw.
Pay-for-success structures typically involve step-up interest payments (and sometimes penalties) in the event
an issuer fails to meet the sustainability pledges outlined in the contract.
Some say pay-for success instruments favour bond investors and lenders in that these investors make more
money if a company fails to meet targets. On the flipside, equity investors in the stumbling company are
penalised.
This is not so cut and dried, and depends on the investor, and as we noted above, the current penalties are
mild.
An ESG fund manager, for example, may have to dissolve the fund if the investments do not meet fund
criteria; or be subject to capital shifting away from their management.
A bank in contrast would enjoy increased margins and fees should the company fail to meet targets (a bit like
failing on the monthly credit card payments).
Portfolio hedging can help to overcome some of the margin variation risks.
The ideal position for a long-term hedged investor is to lend money to a company that is inclined to meet its
targets (hence reputation is critical), while investing in the sustainably competent company, in order to gain
the sustainability premium – this is the ESG sweet spot.
Short-to-medium term investors might have a different take on this.
Use of proceeds bonds, in contrast, have no step-up payments or penalties, which, in the event of missed
targets, means investors may have accepted a discount on their loan for no result, and no ESG brownie points.
Again, in the case of ESG fund managers, missed targets could result in capital deprivation or even dissolution
of the fund.
Banks are the piggy in the middle
The sustainability market has major implications for the banking and finance industry, which will be the major
drivers of the shift to sustainability.
At a Bloomberg banking panel on sustainable finance, ANZ Bank’s director sustainable finance, Tessa Dann,
forecast sustainability-linked funding would take off in the second half of 2021.
All panelists sited the lack of qualified staff as a key challenge, adding to the other complexities banks will
have to navigate.
Back to bonds, in the event of a crisis, regulators could force banks that issue green bonds to absorb those
bond losses and write-downs on all assets, pointing to a clash between sustainability objectives and prudential
regulation, and these rulings will develop as the market matures.
On the flipside, as the market develops for sustainability-linked finance – particularly on the penalties front –
loan impairments may come to the fore, or windfalls.
As Westpac group head of sustainability said at a recent Bloomberg panel on sustainable finance, the most
important thing for the banks is “to get it right”.
The EU taxonomy
The EU taxonomy will likely form the blueprint for all national taxonomy and eventual international standards.
The EU Parliament now has four months to hear objections, and, if the proposal survives, the taxonomy will
apply to the global euro market from January 1, 2022.
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The EU requires mandatory disclosure of sustainability metrics to qualify for funding access.
Taxonomy nuts and bolts
The EU taxonomy identifies six goals:
-

climate change mitigation;
climate change adaptation;
sustainable use and protection of water and marine resources;
transition to a circular economy;
pollution prevention and control; and
protection and restoration of biodiversity and ecosystems

The taxonomy will develop over time but the first Delegated Act focuses on the first two climate objectives.
The Platform on Sustainable Finance still needs to publish recommendations on the technical screening criteria
for the other four environmental objectives in the taxonomy.
The Commission is required to assess by the end of 2021 whether and how regulation can be extended to
non-climate objectives, including social objectives.
In the meantime, it is up to the canny investor to pre-empt the taxonomy by looking for investments that
meet as many criteria as possible, and for the canny corporation to prepare for disclosure on as many criteria
as possible.
The EU also sets four conditions that an economic activity has to meet to be recognised as taxonomy aligned:
-

making a substantial contribution to at least one environmental objective;
doing no significant harm to any other environmental objective;
complying with minimum social safeguards; and
complying with the technical screening.

For those seeking more information about the taxonomy, this link provides information.
Covid provides social bond impetus
BloombergNEF, notes annual ESG issuance hit US$732bn in 2020 across both bond and loan formats, up 29% on
2019 levels, thanks largely to government and supranational issues raising additional funds for covid-19 relief.
This is reflected in the breakdown: green bond issuance rose just 13% to US$305bn in 2020, while social bonds
jumped sevenfold to US$147.7bn. Sustainability bond issuance rose 81% to US$68.7bn.
Sustainability-linked loans and green loans fell 15%, to US$119.5bn and US$80.3bn respectively.
The average size of green bond instruments was US$171m; sustainability bonds US$630m; and social bonds
US$273m, according to the Climate Bonds Initiative.
International Investment expects 2021 will be another record year for GSS, forecasting at least US$600bn of
issuance in 2021, thanks largely to the EU and other government issuers.
ESG trading instruments and standards
At the moment, the sustainability market is loosely defined. There is no sense of relative quality or fungibility
in the sense that even in the relatively liquid green bond market, each issuance is generally earmarked for
individual projects.
So nearly all sustainable investment is based on the UN SDGs.
As noted, the EU taxonomy represents the gold standard for ESG investment criteria but global standards are
on the way.
The first green bond indices were launched in 2014 but there are no social indices to date.
This reflects the fact that green bonds can be tied to agreed projects and climate goals while there is still a
lack of consensus and standardisation around social bonds.
Verification of adherence to commitments remains a key challenge for the market, requiring second-party
assessment, and what has come to be known as third-party opinions to ensure independence.
There are various existing bond frameworks and principles, which we discuss in later articles.
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Detailed analysis of bond frameworks, sustainability target and systematic monitoring is also required –
separate from standard portfolio management and benchmarking – which makes an investor’s task laborious.
Most investors are likely to access the ESG bond market through fixed-income funds and exchange-traded
funds.
These funds are mostly green funds, and offer very little by way of social exposures, although there appears to
be demand given the IIX Women’s Livelihood Bond Series (linked to creating sustainable livelihoods for more
than two million women in Asia and rather green in that is linked to climate change) was three times
oversubscribed.
A plethora of different instruments are likely to hit the market in the next decade and investors are likely to
be spoilt for choice once the market matures.
Of course, with choice comes risk. Bon appetit!
FNArena's dedicated ESG Focus news section zooms in on matters Environmental, Social & Governance
(ESG) that are increasingly guiding investors preferences and decisions globally. For more news updates,
past and future:
https://www.fnarena.com/index.php/financial-news/daily-financial-news/category/esg-focus/
Find out why FNArena subscribers like the service so much: "Your Feedback (Thank You)" - Warning this story
contains unashamedly positive feedback on the service provided.
FNArena is proud about its track record and past achievements: Ten Years On
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Weekly Ratings, Targets, Forecast Changes 25-06-21
Weekly update on stockbroker recommendation, target price, and earnings forecast changes.
By Mark Woodruff
Guide:
The FNArena database tabulates the views of seven major Australian and international stock brokers: Citi,
Credit Suisse, Macquarie, Morgan Stanley, Morgans, Ord Minnett and UBS.
For the purpose of broker rating correlation, Outperform and Overweight ratings are grouped as Buy, Neutral
is grouped with Hold and Underperform and Underweight are grouped as Sell to provide a Buy/Hold/Sell
(B/H/S) ratio.
Ratings, consensus target price and forecast earnings tables are published at the bottom of this report.
Summary
Period: Monday June 21 to Friday June 25, 2021
Total Upgrades: 8
Total Downgrades: 12
Net Ratings Breakdown: Buy 54.31%; Hold 38.99%; Sell 6.70%
For the week ending Friday 25 June, there were eight upgrades and 12 downgrades to ASX-listed companies by
brokers in the FNArena database.
Both Macquarie and Credit Suisse upgraded their ratings for South32 to Outperform from Neutral. The
commodities team at Macquarie lifted its 2021-25 aluminium price forecast by 4-5%, driving strong longer-term
earnings upgrades for the company. In raising the target price to $3.60 from $3.00, Credit Suisse cited the
potential for the global aluminium market to head into protracted deficits from 2022. The broker expects a
free cashflow contribution from the company’s aluminium division of 44% in 2022, or 62% if the alumina
refineries are included. It’s also felt the ESG-compliance of the company is a big plus.
Adairs suffered a downgrade in rating to Hold from both Morgans and Ord Minnett. Morgans continues to
forecast earnings will fall by circa -20% in FY22. This is based on the assumption that like-for-like (LFL) sales
growth turns negative, gross margins ease from elevated levels and operating expense deleverage will occur,
on the negative LFL sales growth assumption. Ord Minnett feels sales growth has been well above average
while operating margins appear unsustainably high, after the company has benefited from elevated demand in
the home improvement segment over the past 12 months.
Two separate brokers downgraded the rating for CSL. Citi downgraded to Neutral from Buy, purely on
valuation, due to share price outperformance since March. Also, Credit Suisse downgraded to Neutral from
Outperform, partly due to valuation but also because the market hasn't factored-in the negative margin impact
from lower volumes and higher donor fees. Additionally, the broker sees headwinds for the recovery in FY23,
not only from structurally higher donor fees, but also from continued pressure on collections, resulting from
the US customs and border protection prohibiting Mexican nationals from donating.
There were no material falls in either target prices or earnings forecasts by brokers in the FNArena database
last week.
Meanwhile, New Hope Corporation had both the largest target price rise and the largest percentage upgrade in
forecast earnings. This was a result of coal price revisions by both Credit Suisse and Macquarie. The latter
raised forecast thermal coal prices by 9% and 7% for 2021 and 2022, respectively, resulting in material
upgrades to earnings estimates for those years.
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After adjusting thermal coal prices for the June quarter, Credit Suisse lifted FY21 estimates for New Hope
Corporation’s operating earnings by 23%. The broker also increased its Newcastle thermal price assumption to
US$100/t for FY22.
The same rationale by both brokers also applied to Whitehaven Coal, which had the next largest percentage
rise in earnings forecast. Across the sector, Macquarie continues to prefer the company after a recent upgrade
to the long-term metallurgical coal outlook. Despite management guiding to a FY21 production downgrade last
week, Credit Suisse considers the damage to be limited, given spot prices remain above US$120/t.
Finally, the Macquarie commodities team remains bullish on the outlook for lithium. This elevated Pilbara
Minerals last week into third position on the table for percentage increase in forecast earnings by brokers in
the FNArena database.
Total Buy recommendations take up 54.31% of the total, versus 38.99% on Neutral/Hold, while Sell ratings
account for the remaining 6.70%.
Upgrade
BORAL LIMITED ((BLD)) Upgrade to Hold from Lighten by Ord Minnett .B/H/S: 3/2/0
Boral has sold its North American building products business to Westlake Chemical. The sale price of $2.9bn
(US$2.15bn) is $1bn more than Ord Minnett's valuation. Boral is looking at options for capital returns.
Net debt has been reduced to $1.3bn and the broker calculates there could be up to $3.56bn in potential
shareholder returns.
The rating is upgraded to Hold from Lighten as the valuation has increased and Ord Minnett assesses Seven
Group ((SVW)) could raise its bid for Boral. Target is raised to $6.70 from $5.70.
FLIGHT CENTRE TRAVEL GROUP LIMITED ((FLT)) Upgrade to Neutral from Underperform by Credit Suisse
.B/H/S: 1/5/1
Flight Centre's leisure business is, globally, one the last travel recovery stories, Credit Suisse asserts, because
of onerous government restrictions. The long-term earnings potential of this division is also an issue and the
broker prefers other operators in the sector.
That said, increased travel complexity could benefit bricks & mortar participants although the store footprint
has halved, reducing the scale advantage.
Credit Suisse transfers coverage to another analyst, noting the corporate business is the value driver and new
business has been won during the travel shutdown. The broker upgrades to Neutral from Underperform and
raises the target to $17.00 from $15.44.
NEW HOPE CORPORATION LIMITED ((NHC)) Upgrade to Outperform from Neutral by Credit Suisse .B/H/S:
3/1/0
Adjusting thermal coal prices for the June quarter, Credit Suisse lifts FY21 estimates for New Hope's operating
earnings by 23% to $350m. The broker also increases the Newcastle thermal price assumption to US$100/t for
FY22.
This drives an expected earnings upgrade of 95% for FY22. The broker upgrades to Outperform from Neutral
and raises the target to $1.95 from $1.30.
RESMED INC ((RMD)) Upgrade to Outperform from Neutral by Macquarie .B/H/S: 4/2/0
Macquarie envisages market share opportunities for ResMed associated with the recent recall of the Philips
DreamStation devices.
In the short term supply chain constraints will limit the company's response and, hence, the broker assumes
incremental sales will be driven primarily from existing inventory.
Combined with a balance sheet that provides flexibility for capital management/growth, Macquarie judges the
outlook is favourable and upgrades to Outperform from Neutral. Target is raised to $34.85 from $27.50.
SOUTH32 LIMITED ((S32)) Upgrade to Outperform from Neutral by Macquarie and Upgrade to Outperform
from Neutral by Credit Suisse .B/H/S: 6/1/0
After recent upgrades to the iron ore forecast, Macquarie's commodities team has adjusted forecasts for other
commodities. The 2022-25 forecasts for copper rise by 13-14% and 2021-25 aluminium lifts by 4-5%. Thermal
coal prices rise 9% and 7% for 2021 and 2022.
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The most material downgrades are to manganese, which falls -12% in 2022 and by -6 and -9% for 2024 and 2025.
The bullish outlook for aluminium has driven strong longer-term earnings upgrades for South32 and the broker
lifts the rating to Outperform from Neutral. The price target lifts to $3.50 from $3.10.
Credit Suisse lifts the rating for South32 to Outperform from Neutral and raises the target price to $3.60 from
$3. It's anticipated the global aluminium market will head into protracted deficits from 2022. Its also felt being
ESG-compliant is a big plus for the company.
The broker believes aluminium should be in high demand for its role in electricity transmission, solar projects
and light-weight. Credit Suisse forecasts the aluminium price to climb to US$1.20/lb next year.
The analyst expects a free cashflow contribution from the company’s aluminium division of 44% in 2022, or 62%
if the alumina
refineries are included.
WEST AFRICAN RESOURCES LIMITED ((WAF)) Upgrade to Outperform from Neutral by Macquarie .B/H/S:
1/0/0
After recent upgrades to the iron ore forecast, Macquarie's commodities team has adjusted forecasts for other
commodities. The 2022-25 forecasts for copper rise by 13-14% and 2021-25 aluminium lifts by 4-5%. Thermal
coal prices rise 9% and 7% for 2021 and 2022.
The most material downgrades are to manganese, which falls -12% in 2022 and by -6 and -9% for 2024 and 2025.
December year-end producers, such as West African Resources receive material forecast EPS upgrades from
the broker in 2021, due to the 2021 gold upgrades aligning with the reporting period.
Macquarie lifts the rating to Outperform from Neutral following recent weakness in the company’s share price.
The price target of $1.10 is unchanged.
WOOLWORTHS GROUP LIMITED ((WOW)) Upgrade to Neutral from Underperform by Credit Suisse .B/H/S:
3/3/0
As Woolworths is to trade ex Endeavour Group from June 24, Credit Suisse lowers the target price to $32.92
from $37.98. The rating increases to Neutral from Underperform.
The broker explains the demerger results in Woolworths being an almost pure-play supermarket retailer and
has the attraction
of negative working capital and relatively high return on invested capital (ROIC).
The analyst notes covid-19 travel restrictions did not appear to have a material negative impact on
supermarkets in May, and therefore solid two year grwoth is likely in the fourth quarter.
Downgrade
ABACUS PROPERTY GROUP ((ABP)) Downgrade to Neutral from Outperform by Credit Suisse .B/H/S: 2/2/0
Credit Suisse calculates that roughly half of the December equity raising has been deployed and, from a cash
flow perspective, a net outlay of -$235m on investments will occur by the end of the financial year with
further proceeds from asset sales to be received in FY22.
The broker makes minor earnings revisions to reflect the impact of known transactions and estimates
for FY21-23 FFO per security increase by 1%. Second half distribution guidance of 8.5c is in line with
existing estimates.
The broker downgrades to Neutral from Outperform, noting uncertainty exists over how quickly capital is
redeployed. Target is raised to $3.21 from $3.04.
ADAIRS LIMITED ((ADH)) Downgrade to Hold from Add by Morgans and Downgrade to Hold from Accumulate
by Ord Minnett.B/H/S: 1/2/0
From a long-term management/investment perspective, Morgans considers the bringing forward of
the deferred consideration payment is positive. However, the multiple is considered to imply a softer second
half earnings performance versus expectations.
The broker lowers the rating to Hold from Add with the stock now within 10% of the target price. The target
price is reduced to $4.46 from $4.50.
The analyst continues to forecast earnings will fall by circa -20% in FY22. This is based on the assumption that
like-for-like (LFL) sales growth turns negative, gross margins ease off elevated levels and opex deleverage on
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the negative LFL sales growth assumption.
Ord Minnett assesses Adairs has been a beneficiary of elevated demand in the home improvement segment over
the past 12 months. Sales growth has been well above average while operating margins appear unsustainably
high.
The broker suggests this will normalise in FY22. Moreover, following settlement of the Mocka acquisition the
implied earnings are below its forecasts.
This has required downgrades to estimates for FY21-23. Ord Minnett lowers the rating to Hold from
Accumulate and reduces the target to $4.45 from $4.50.
CSL LIMITED ((CSL)) Downgrade to Neutral from Buy by Citi and Downgrade to Neutral from Outperform by
Credit Suisse.B/H/S: 2/5/0
Citi downgrades to Neutral from Buy given the stock has outperformed since March. The plasma collection
market is expected to normalise this year and the broker asserts the rating change is purely based on valuation.
The risk is to the upside if the CSL 112 phase III trial results due at the end of 2021 are positive. Target is
steady at $310.
Credit Suisse sees potential for a short-term de-rate of CSL at current multiples and downgrades the rating to
Neutral from Outperform. It's felt the market hasn't factored-in the negative margin impact from lower
volumes and higher donor fees.
The broker also sees headwinds for the recovery in FY23, due to the structurally higher donor fees and
continued pressure on collections. This is due to the US customs and border protection (CBP) prohibiting
Mexican nationals from donating.
The analyst forecasts CSL Behring gross margin to fall -310 basis points in FY22 to 54.1% (vs FY20 gross margin
61.2%) and remaining at around 57% into the medium term. It's estimated EPS for FY23 will fall by -3% and the
target is decreased to $310 from $315.
EBOS GROUP LIMITED ((EBO)) Downgrade to Hold from Add by Morgans .B/H/S: 1/4/0
Morgans lowers the rating for Ebos Group to Hold from Add after a 12% rise in the share price over the last
three months and suggests an entry point below $30 is appealing.
The broker makes no change to forecasts though a changed valuation method lifts the target price to $31.03
from $28.90. In an update, management noted second half trading conditions had started strongly. The
company will post its full year FY21 result mid-August.
ILUKA RESOURCES LIMITED ((ILU)) Downgrade to Hold from Accumulate by Ord Minnett .B/H/S: 1/3/1
After assessing the outlook across a range of commodity prices, Ord Minnett downgrades Iluka Resources to
Hold from Accumulate as the stock is trading in line with valuation. Target is raised to $8.10 from $8.00.
JUPITER MINES LIMITED ((JMS)) Downgrade to Neutral from Outperform by Macquarie .B/H/S: 0/1/0
After recent upgrades to the iron ore forecast, Macquarie's commodities team has adjusted forecasts for other
commodities. The 2022-25 forecasts for copper rise by 13-14% and 2021-25 aluminium lifts by 4-5%. Thermal
coal prices rise 9% and 7% for 2021 and 2022.
The most material downgrades are to manganese, which falls -12% in 2022 and by -6 and -9% for 2024 and 2025.
The cuts to manganese forecasts drive material downgrades to Jupiter Mine’s forecasts by Macquarie. FY22-24
earnings forecasts fall by -20%, -32% and -4%, respectively. The rating is downgraded to Neutral from
Outperform. The target falls to $0.30 from $0.35.
PRO MEDICUS LIMITED ((PME)) Downgrade to Reduce from Hold by Morgans .B/H/S: 0/1/1
Morgans decreases the rating to Reduce from Hold after the share price has risen by over 35% in the last month
to record highs. In the absence of news, it's felt this may be due to unwinding of short positions in the stock,
(down to circa 3.5% from over 5% in January).
While the broker increases the target price to $49.69 from $41.30, current prices are considered unsustainable
in the short term. The analyst suggests trimming heavily overweight positions and looking for a better entry
point (below $45.00) into this quality name.
Morgans makes no changes to forecasts. The company will post its full year FY21 result in mid-August.
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RIO TINTO LIMITED ((RIO)) Downgrade to Sell from Neutral by UBS .B/H/S: 4/2/1
Rio Tinto has delivered a total shareholder return of 79% over the past 12 months, largely thanks to the iron
ore price. While substantial cash flow suggests shareholder returns should remain elevated in 2021, UBS
believes the top of the cycle may have been reached.
The broker forecasts iron ore prices to retreat in excess of -50% in the 12-18 months. Nearer term, the Fed is
turning more hawkish and China is taking action to deflate commodity prices, while Brazilian iron ore
production begins to recover.
While retaining a $104 target, UBS downgrades to Sell from Neutral.
SONIC HEALTHCARE LIMITED ((SHL)) Downgrade to Neutral from Buy by Citi .B/H/S: 3/4/0
Citi notes the stock has outperformed the ASX 200 by 6% over the last quarter and 10% over the last 12 months.
Sonic Healthcare has benefited enormously from coronavirus testing and Citi anticipates peak earnings will
occur in FY21.
While there is a risk FY22 earnings will also be elevated the broker considers the stock fairly valued and
downgrades to Neutral from Buy.
Meanwhile, Sonic Healthcare has acquired Canberra Imaging Group, which generates annual revenue of $60m.
The acquisition is expected to be immediately accretive. This will increase the company's revenue from
imaging by 10%. Target is $37.50.
WESTERN AREAS LIMITED ((WSA)) Downgrade to Equal-weight from Overweight by Morgan Stanley .B/H/S:
3/4/0
Commodity sector analysts at Morgan Stanley have updated their expectations and price deck. Bottom line:
while multiple headwinds are building, the analysts believe ongoing firm demand and supply disruptions
continue to dominate the picture, in particular for base metals. Iron ore is experiencing its final leg of
upgrades, predicts the broker.
Irrespective of the overall uncertainty, Morgan Stanley finds miners continue to screen cheaply relative vis a vis
industrials ex-banks. This is why the sector rating remains Attractive.
The latter also explains why currently 50% of all commodities related stocks in the broker's universe are rated
Overweight, with an average upside of 10%.
Operational problems for Western Areas are considered 'transitory'. The shares are seen as fairly valued. The
broker has downgraded to Equal-weight from Overweight. Price target lifts to $2.50 from $2.40.
Total Recommendations

Recommendation Changes

Broker Recommendation Breakup
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Broker Rating
Order
Company
Upgrade
1
BORAL LIMITED
2
FLIGHT CENTRE TRAVEL GROUP LIMITED
3
NEW HOPE CORPORATION LIMITED
4
RESMED INC
5
SOUTH32 LIMITED
6
SOUTH32 LIMITED
7
WEST AFRICAN RESOURCES LIMITED
8
WOOLWORTHS GROUP LIMITED
Downgrade
9
ABACUS PROPERTY GROUP
10
ADAIRS LIMITED
11
ADAIRS LIMITED
12
CSL LIMITED
13
CSL LIMITED
14
EBOS GROUP LIMITED
15
ILUKA RESOURCES LIMITED
16
JUPITER MINES LIMITED
17
PRO MEDICUS LIMITED
18
RIO TINTO LIMITED
19
SONIC HEALTHCARE LIMITED
20
WESTERN AREAS LIMITED

New Rating

Old Rating

Broker

Neutral
Neutral
Buy
Buy
Buy
Buy
Buy
Neutral

Sell
Sell
Neutral
Neutral
Neutral
Neutral
Neutral
Sell

Ord Minnett
Credit Suisse
Credit Suisse
Macquarie
Credit Suisse
Macquarie
Macquarie
Credit Suisse

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

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

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

Recommendation
Positive Change Covered by > 2 Brokers
Order Symbol
Company
1
NIC NICKEL MINES LIMITED
2
S32 SOUTH32 LIMITED
3
NHC NEW HOPE CORPORATION LIMITED
4
WOW WOOLWORTHS GROUP LIMITED
5
RMD RESMED INC
6
CIP
CENTURIA INDUSTRIAL REIT
7
BLD BORAL LIMITED
8
AST AUSNET SERVICES LIMITED

New RatingPrevious
100.0%
86.0%
75.0%
42.0%
58.0%
50.0%
60.0%
-7.0%

Rating Change Recs
67.0%
33.0% 3
57.0%
29.0% 7
50.0%
25.0% 4
25.0%
17.0% 6
42.0%
16.0% 6
40.0%
10.0% 6
50.0%
10.0% 5
-8.0%
1.0% 7

New RatingPrevious
33.0%
43.0%
29.0%
38.0%
20.0%
14.0%
43.0%
43.0%
43.0%
43.0%

Rating Change Recs
83.0%
-50.0% 3
71.0%
-28.0% 7
57.0%
-28.0% 7
63.0%
-25.0% 4
40.0%
-20.0% 5
29.0%
-15.0% 7
57.0%
-14.0% 7
57.0%
-14.0% 7
57.0%
-14.0% 7
57.0%
-14.0% 7

Negative Change Covered by > 2 Brokers
Order Symbol
Company
1
ADH ADAIRS LIMITED
2
COL COLES GROUP LIMITED
3
CSL CSL LIMITED
4
ABP ABACUS PROPERTY GROUP
5
EBO EBOS GROUP LIMITED
6
CGF CHALLENGER LIMITED
7
WSA WESTERN AREAS LIMITED
8
SUN SUNCORP GROUP LIMITED
9
SHL SONIC HEALTHCARE LIMITED
10
RIO RIO TINTO LIMITED

Target Price
Positive Change Covered by > 2 Brokers
Order Symbol
Company
1
NHC NEW HOPE CORPORATION LIMITED
2
BLD BORAL LIMITED

New TargetPrevious Target Change Recs
1.825
1.613
13.14% 4
6.820
6.220
9.65% 5
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2
3
4
5
6
7
8
9
10

BLD
S32
RIO
RMD
EBO
ALL
CIP
ABP
WSA

BORAL LIMITED
SOUTH32 LIMITED
RIO TINTO LIMITED
RESMED INC
EBOS GROUP LIMITED
ARISTOCRAT LEISURE LIMITED
CENTURIA INDUSTRIAL REIT
ABACUS PROPERTY GROUP
WESTERN AREAS LIMITED

6.820
3.471
135.500
30.148
29.577
43.108
3.763
3.048
2.601

6.220
3.300
129.571
28.923
28.867
42.280
3.698
3.005
2.573

9.65%
5.18%
4.58%
4.24%
2.46%
1.96%
1.76%
1.43%
1.09%

5
7
7
6
5
6
6
4
7

Negative Change Covered by > 2 Brokers
Order Symbol
Company
1
NIC NICKEL MINES LIMITED
2
CGF CHALLENGER LIMITED
3
COL COLES GROUP LIMITED
4
WOW WOOLWORTHS GROUP LIMITED
5
ADH ADAIRS LIMITED
6
CSL CSL LIMITED
7
SUN SUNCORP GROUP LIMITED

New TargetPrevious Target Change Recs
1.300
1.400
-7.14% 3
5.916
6.170
-4.12% 7
17.494
18.163
-3.68% 7
41.687
42.530
-1.98% 6
4.437
4.467
-0.67% 3
299.471
300.186
-0.24% 7
11.813
11.826
-0.11% 7

Earning Forecast
Positive Change Covered by > 2 Brokers
Order Symbol
Company
1
NHC NEW HOPE CORPORATION LIMITED
2
WHC WHITEHAVEN COAL LIMITED
3
PLS PILBARA MINERALS LIMITED
4
NIC NICKEL MINES LIMITED
5
SWM SEVEN WEST MEDIA LIMITED
6
WSA WESTERN AREAS LIMITED
7
CGF CHALLENGER LIMITED
8
LFG LIBERTY FINANCIAL GROUP LIMITED
9
ING INGHAMS GROUP LIMITED
10
OZL OZ MINERALS LIMITED

New EF Previous EF Change Recs
15.123
11.568
30.73% 4
-6.600
-8.900
25.84% 7
-0.307
-0.373
17.69% 4
8.216
7.427
10.62% 3
8.385
7.593
10.43% 4
-1.090
-1.190
8.40% 7
41.114
38.829
5.88% 7
71.267
67.467
5.63% 3
24.718
23.738
4.13% 5
135.350
130.750
3.52% 7

Negative Change Covered by > 2 Brokers
Order Symbol
Company
1
CGC COSTA GROUP HOLDINGS LIMITED
2
APT AFTERPAY LIMITED
3
IAG INSURANCE AUSTRALIA GROUP LIMITED
4
NUF NUFARM LIMITED
5
ADH ADAIRS LIMITED
6
MND MONADELPHOUS GROUP LIMITED
7
CBA COMMONWEALTH BANK OF AUSTRALIA
8
BLD BORAL LIMITED
9
HLS HEALIUS LIMITED
10
APX APPEN LIMITED

New EF Previous EF Change Recs
15.390
16.356
-5.91% 4
-19.017
-18.117
-4.97% 7
15.329
15.886
-3.51% 7
17.024
17.328
-1.75% 7
41.833
42.567
-1.72% 3
59.504
60.444
-1.56% 5
471.450
476.017
-0.96% 6
20.730
20.880
-0.72% 5
23.576
23.719
-0.60% 7
49.185
49.443
-0.52% 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: Technology Upside For Uranium
Miners
As the uranium spot price falls by -1% for the week, (re)emerging and prospective uranium miners may utilise
advances in technology and innovation to remain competitive.
-Can advances in technology circumvent current low prices for emerging producers?
-The in-situ recovery mining method accounts for over 60% of uranium production
-Uranium spot price falls by -1% for the week
By Mark Woodruff
Given the potential economic and environmental benefits, independent consultant TradeTech explores
arguably the most recent successful technology in uranium mining.
The in-situ recovery (ISR) mining method, often lower cost than conventional mining, accounts for over 60% of
production today and has contributed to a highly competitive supply environment.
Such advances in technology and innovation represent a viable path forward for (re)emerging producers at
a time when the prevailing uranium market prices remain below the cost of production for many miners.
Through the 1990’s, ISR contributed less than 15% of world uranium production. Then, between 2000 and 2009,
contributions almost doubled to 30% of world output.
With conventional operations like Paladin Energy’s ((PDN)) Langer Heinrich mine and Cameco’s McArthur River
mine idle, total uranium production derived from ISR is estimated to account for around 62% of global
production in 2021.
Potential effect on pricing?
Uranium prices and ISR output are not directly correlated, notes TradeTech. However, since 2009 the
increasing proportion of uranium being produced using ISR has occurred in concert with steadily decreasing
spot prices.
Since 2012, ISR has accounted for an average 54% of global uranium production. Over the last eight-or-so years,
TradeTech’s Exchange Value has decreased by -40%, to US$31.40/lb in May 2021 from US$52.25/lb in January
2012.
Supply
The dramatic increase in ISR output has been led by Kazakh state-controlled National Atomic Company
Kazatomprom. As a result, Kazakhstan became the world’s leading uranium producer in 2013, accounting for
approximately 38% of the world’s primary production. By 2020, uranium production in Kazakhstan accounted
for 41% of world output.
The growth of scalable extractive technologies in Central Asian nations, combined with favorable foreign
exchange rates, means today’s (re)emerging and prospective uranium miners must take action to remain
competitive, concludes TradeTech.
This includes reducing operational risk, incentivising capital investment, improving efficiencies at scale, and
optimising production economics. In short, a project’s cost competitiveness must reside among the lowest-cost
and reliable producers.
Uranium pricing
TradeTech’s Weekly Spot Price Indicator is US$32.20/lb, a drop of -US$0.30 from last week. This fall of -1%
comes after the price rose nearly 14% over the past eight weeks.
The Indicator has increased almost 6% in 2021, averaging a 0.3% weekly gain, while the average Weekly Spot
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The Indicator has increased almost 6% in 2021, averaging a 0.3% weekly gain, while the average Weekly Spot
Price Indicator in 2021 is US$30.05/lb, which is US$0.34 above the 2020 average.
Apart from a lack of firm spot demand, there was news of a US utility entering the market with a term Request
for Proposals (RFP) for deliveries beginning as early 2022, which saw a number of competitive offers. As a
result, sellers that had previously held firm in their offer prices became more willing to accept lower prices in
order to motivate buyers and conclude transactions, reports TradeTech.
Activity in the spot uranium market picked up last week with over 1.5mlbs U3O8 equivalent trading hands, as
compared to only 300,000lbs reported in deals closed the prior week.
TradeTech's term price indicators are US$31.50/lb (mid) and US$35.00/lb (long).
Demand remains strong in the mid-term period as buyers step forward to acquire material with delivery
beginning as early as 2022, explains TradeTech. Buyers are driven, in part, by the relatively flat prices being
offered in the mid-term delivery window when compared to the price increases noted in the spot uranium
market.

Find out why FNArena subscribers like the service so much: "Your Feedback (Thank You)" - Warning this story
contains unashamedly positive feedback on the service provided.
FNArena is proud about its track record and past achievements: Ten Years On
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The Short Report - 01 Jul 2021
See Guide further below (for readers with full access).
Summary:
By Greg Peel
Week Ending June 24, 2021.
It was a wild old week last week for the ASX200, initially plummeting from record highs on confusing Fed
signals, immediately bouncing back, and then running into the highly contagious Bondi strain.
Not so wild were movements in short positions last week.
Interestingly, we did see a sizable drop in Kogan ((KGN)) shorts, to 10.6% from 11.8%, and smaller drops for the
likes of Temple & Webster ((TPW)) and JB Hi-Fi ((JBH)). All three we can class as “covid winners”, and all
three have shot up this week on the Sydney and other lockdowns.
Which would suggests short-covering, except that our week in question ended June 24, and take-off did not
occur until June 25. Some relieved shorters there perhaps.
On the other hand, a2 Milk ((A2M)) shorts rose to 6.3% from 5.4% in the period. This stock has been the
opposite of a covid winner, falling from over $19 this time last year to just over $6 currently. But while covid
did impact, it has been more a case of the competition catching up on the infant formula front.
a2 Milk shares also shot up on June 25, albeit not for long, after announcing new labelling for its products as
some sort of counter-attack.
Weekly short positions as a percentage of market cap:
10%+
WEB 10.7
KGN 10.6
No changes
9.0-9.9
FLT
Out: RSG
8.0-8.9%
ING, EOS, TGR, RSG
In: RSG

Out: TPW

7.0-7.9%
TPW, Z1P
In: TPW
6.0-6.9%
IVC, MTS, A2M, MSB, BGL
In: A2M, BGL

Out: MP1, JBH, EML
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In: A2M, BGL

Out: MP1, JBH, EML

5.0-5.9%
JBH, EML, WAF, BVS, MP1, ALK
In: JBH, EML, MP1

Out: A2M, BGL

Movers & Shakers
Nothing this week.
ASX20 Short Positions (%)
Code Last Week Week Before Code Last Week Week Before
ALL

0.1

0.2

MQG

0.2

0.2

ANZ

0.8

1.0

NAB

0.9

0.9

APT

1.8

1.9

NCM

0.1

0.1

BHP

4.1

4.2

RIO

0.2

0.3

BXB

0.4

0.5

TCL

0.6

0.6

CBA

0.5

0.6

TLS

0.2

0.2

COL

0.6

0.6

WBC

0.8

0.9

CSL

0.2

0.2

WES

0.2

0.3

FMG

0.5

0.6

WOW

0.3

0.3

GMG

0.2

0.2

WPL

1.0

1.0

To see the full Short Report, please go to this link
Guide:
The Short Report draws upon data provided by the Australian Securities & Investment Commission (ASIC) to
highlight significant weekly moves in short positions registered on stocks listed on the Australian Securities
Exchange (ASX). Short positions in exchange-traded funds (ETF) and non-ordinary shares are not included.
Short positions below 5% are not included in the table below but may be noted in the accompanying text if
deemed significant.
Please take note of the Important Information provided at the end of this report. Percentage amounts in this
report refer to percentage of ordinary shares on issue.
Stock codes highlighted in green have seen their short positions reduce in the week by an amount sufficient
to move them into a lower percentage bracket. Stocks highlighted in red have seen their short positions
increase in the week by an amount sufficient to move them into a higher percentage bracket. Moves in excess
of one percentage point or more are discussed in the Movers & Shakers report below.
IMPORTANT INFORMATION ABOUT THIS REPORT
The above information is sourced from daily reports published by the Australian Investment & Securities
Commission (ASIC) and is provided by FNArena unqualified as a service to subscribers. FNArena would like to
make it very clear that immediate assumptions cannot be drawn from the numbers alone.
It is wrong to assume that short percentages published by ASIC simply imply negative market positions held by
fund managers or others looking to profit from a fall in respective share prices. While all or part of certain
short percentages may indeed imply such, there are also a myriad of other reasons why a short position might
be held which does not render that position “naked” given offsetting positions held elsewhere. Whatever
balance of percentages truly is a “short” position would suggest there are negative views on a stock held by
some in the market and also would suggest that were the news flow on that stock to turn suddenly positive,
“short covering” may spark a short, sharp rally in that share price. However short positions held as an offset
against another position may prove merely benign.
Often large short positions can be attributable to a listed hybrid security on the same stock where traders
look to “strip out” the option value of the hybrid with offsetting listed option and stock positions. Short
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
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reinvestment plan (DRP) underwriting services or other similar services. Short positions will occasionally need
to be adopted by market makers in listed equity exchange traded fund products (EFT). All of the above are
just some of the reasons why a short position may be held in a stock but can be considered benign in share
price direction terms due to offsets.
Market makers in stock and stock index options will also hedge their portfolios using short positions where
necessary. These delta hedges often form the other side of a client's long stock-long put option protection
trade, or perhaps long stock-short call option (“buy-write”) position. In a clear example of how published
short percentages can be misleading, an options market maker may hold a short position below the implied
delta hedge level and that actually implies a “long” position in that stock.
Another popular trading strategy is that of “pairs trading” in which one stock is held short against a long
position in another stock. Such positions look to exploit perceived imbalances in the valuations of two stocks
and imply a “net neutral” market position.
Aside from all the above reasons as to why it would be a potential misconception to draw simply conclusions
on short percentages, there are even wider issues to consider. ASIC itself will admit that short position data is
not an exact science given the onus on market participants to declare to their broker when positions truly are
“short”. Without any suggestion of deceit, there are always participants who are ignorant of the regulations.
Discrepancies can also arise when short positions are held by a large investment banking operation offering
multiple stock market services as well as proprietary trading activities. Such activity can introduce the
possibility of either non-counting or double-counting when custodians are involved and beneficial ownership
issues become unclear.
Finally, a simple fact is that the Australian Securities Exchange also keeps its own register of short positions.
The figures provided by ASIC and by the ASX at any point do not necessarily correlate.
FNArena has offered this qualified explanation of the vagaries of short stock positions as a warning to
subscribers not to jump to any conclusions or to make investment decisions based solely on these unqualified
numbers. FNArena strongly suggests investors seek advice from their stock broker or financial adviser before
acting upon any of the information provided herein.
Find out why FNArena subscribers like the service so much: "Your Feedback (Thank You)" - Warning this story
contains unashamedly positive feedback on the service provided.
FNArena is proud about its track record and past achievements: Ten Years On
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The Wrap: Lockdowns, Pathology &
Automotive
Weekly Broker Wrap: lockdowns and covid-19; pathology; Australian dollar; and motor dealers
-Sydney lockdown unlikely to reduce the magnitude of consumer expenditure
-Whether the UK re-opened prematurely hinges on hospitalisations/deaths
-Support for pathology stocks from the pandemic likely to continue through 2021
-Australian dollar rally sensitive to more hawkish commentary from central banks
-Motor vehicle supply shortages unlikely to be resolved quickly
By Eva Brocklehurst
Covid-19 & Oz Lockdowns
Lockdowns are obviously needed, JPMorgan suggests, and more so if the spread of the virus persists, yet so far
the broker does not believe there is sufficient reason to shift short-term GDP forecasts on the back of the
Melbourne lockdown in May and the current one in Sydney.
JPMorgan has long expected the withdrawal of government support would mean GDP growth will drop a few
notches, yet notes there are limits on how much expenditure should slow given the elevated savings rate. At
this stage there is not enough information to show that these lockdowns will reduce the magnitude of
expenditure, rather it is likely to be just redistributed.
NSW represents around one third of Australia's economic activity, Morgan Stanley notes, of which greater
Sydney takes up three quarters. The direct economic impact of this lockdown is estimated to be around -$2bn,
or -0.1% of annual GDP for the state.
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While the broker notes there have been limited impacts on other states in prior lockdowns, and the areas
under restriction has bounced back relatively rapidly, there are several differences this time.
The cluster in Sydney involves the more infectious delta variant which increases the chance that cases have
spread to other states, and highlights the difficulty of returning to a zero covid environment.
There is also less support from the federal government, although it has introduced a one-off payment to
individuals affected by an extended lockdown and NSW is likely to introduce a business support measures. This
is still smaller than the suite of measures previously available.
Mobility, which JPMorgan assesses is the most immediately measurable effect of restrictions on activity, is a
less useful guide to economic outcomes. Some spending segments which did particularly well during initial
lockdowns in 2020, such as hardware and electronics retailing, sustained their performances for a little longer
after mobility was restored.
The broker believes the reason was the accompanying government income support was not spent immediately.
As the savings rate remains high there is probably some capacity for more expenditure in this regard.
Economic variables that move positively with mobility, such as restaurant bookings, tend to do so for
fundamental reasons involving personal consumption and have a more stable relationship with mobility. At this
point household preferences for expenditure appear to matter just as much as mobility, the broker concludes.
Meanwhile, vaccine take-up in Australia is low with around 25% of the population receiving at least one dose
and only 5% two doses. As a result, Morgan Stanley suggests hedging is prudent for portfolio positioning and has
added a quality tilt to its value bias.
Covid-19 Globally
Globally, JPMorgan notes localised European lockdowns this year have not delivered the equivalent damage to
GDP caused by the 2020 shock. Oxford Economics points out new global cases of coronavirus have fallen below
the March lows and rapid vaccination programs have allowed economies to re-open.
Nevertheless, despite leading the way in vaccinations within the G20, the UK has experienced a sharp rise in
cases and now has the third highest number of cases per million in the G20. Still, hospitalisations are low so
recent developments are not an automatic alarm bell.
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Whether UK made a mistake re-opening prematurely will hinge on what happens to hospitalisation and deaths,
the analysts suggest. But the rise in cases does highlight the risk of variants that trigger further surges in
coronavirus in those economies that are made limited progress with vaccines.
Oxford Economics makes two points. Although the combination of vaccine and restrictions on mobility can
keep the number of cases low, reducing these to very low levels is easier said than done.
Secondly, high vaccination rates are not a guarantee of a smooth path to normality. Israel is a case in point
where its vaccination program has been a game-changer but in response to a sharp increase in case numbers
the country has been forced to reimpose the use of masks in public indoor areas.
Pathology
Jarden finds forecasts for FY21 for the pathology stocks Sonic Healthcare ((SHL)), Healius ((HLS)) and Integral
Diagnostics ((IDX)) are complicated by the stop/start nature of lockdowns across Australian states.
The broker anticipated reimbursement pressure would emerge but this is now unlikely to occur during the
remainder of 2021. State governments continue to encourage Australians to roll up for testing.
As there is so much emphasis on testing, Jarden believes it unlikely the federal government will attempt to
reduce reimbursement and disrupt the initiative, at least until 2022, when it should coincide with significantly
reduced infections as vaccination rates penetrate the population.
Hence, Sonic Healthcare and Healius are clear beneficiaries of the volume. Monthly Medicare pathology and
diagnostic imaging volumes have also consistently beaten the broker's forecasts since initiating on these stocks
in April.
Medicare data alone has resulted in revenue upgrades for all three. The broker points out Integral Diagnostics
is more exposed to Victoria than the other two for diagnostic imaging as a proportion of the group total so the
potential impact from that state could dampen the growth that has been experienced in the second half of
FY21.
On the other hand, Integral Diagnostics has no exposure to NSW and so the lockdowns in greater Sydney should
be of little consequence to volumes.
Australian Dollar
The Australian dollar rallied strongly over the past 6-12 months but then rapidly lost several cents to be just
under US$0.75. The main reason Wilsons observes for the softening currency was surprise commentary from
the US Federal Reserve which appeared to be less dovish on inflation and the likely timing of rate increases.
The Fed's guidance suggests the timing of rate hikes has moved to 2023 from 2024. In response, the US dollar
rose against most currencies as did the short end of the yield curve. In turn, cyclical sectors and
commodity-sensitive currencies such as the Australian dollar fell.
Still, Wilsons notes markets have stabilised as the Fed remains accommodative and expects the early July
meeting from the Reserve Bank of Australia will provide more guidance around how it views the policy cycle.
A modestly hawkish surprise cannot be ruled out, given the shifting views of other central banks as well as
stronger-than-expected domestic data. While the US may be firm over the next few months, Wilsons doubts
the market is on the verge of a major break to the upside.
The broker continues to expect US dollar weakness from an extended period of above-trend global growth and
heavy US bond issuance along with a persistently large current account deficit. Hence, the Australian dollar is
likely to participate in the broader appreciation trend against the US currency.
Motor Dealers
Jarden has expanded its automotive coverage to include Eagers Automotive ((APA)) and Autosports Group
((ASG)), with Overweight ratings and targets of $16.21and $3.05 respectively, as these are benefiting from
supply shortage of new vehicles relative to a recovery in demand.
Both operate integrated automotive dealership networks. Despite the rebound in 12 month volumes these are
still -13% below the peak in March 2018 and Jarden is positive regarding sector sales.
The supply shortages are unlikely to be resolved over the short term as there is been increased demand for
chips, and production lead times generally range from 4-6 months, which assumes contracts and production
lines are in place as these take time to be installed.
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Given the synchronised recovery in demand for new vehicles globally, original equipment manufacturers
(OEMs) will need to prioritise production, and with around 80% of vehicles produced for left-hand drive markets
there is a risk that supply shortages will remain prolonged in Australia.
There are other earnings drivers the broker envisages, including housing and macro economic strength. Vehicle
sales have been strongly correlated with house price growth. There is also the M&A option, as Australia's
automotive dealership network is highly fragmented and due for consolidation.
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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Weighing Life360’s Moat Versus Risks
While Life360 continues to differentiate from and extend leadership over competitors, investors must weigh
any existential risk from ‘Big Tech”.
-Life360 offers investors both peer to peer and two-sided network effects
-A fast growing user base has nearly 30m monthly active users
-Co-founders are highly-aligned with long-term success
-Analysts note the risk of devices being sold with pre-installed competitor apps
-The company generates more driver data than any other company in the US
By Mark Woodruff
Life360 ((360)) may best be described as a family-focused app concentrated in communication, location
sharing, safety and driving. The app aims to be the point of connection for families in the way LinkedIn is for
professionals, and Facebook is for friends.
It is becoming a dominant brand at the centre of family life in both the US and internationally.
Life360 operates a “freemium” model under which the app is available to users at no charge, but over the past
five years the company has been monetising its user base by providing premium subscription options, as well as
recently introducing a membership program. Indirect monetisation occurs via data insights and targeted lead
generation.
In the beginning, the company only utilised location tracking and has now expanded to a wide range of services
including roadside assistance, ID theft protection and phone insurance.
Morgan Stanley is attracted to the fast-growing user base, which is approaching 30m monthly active users
(MAU), subscription revenue with attractive economics in terms of payback period and improving lifetime
value.
The company offers investors both peer to peer and two-sided network effects. These self-reinforcing
advantages drive consistent user growth and consistent product expansion and ultimately greater consumer
surplus and a wider "moat", explains the broker.
Additionally, the covid experience demonstrated resilience against an economic downturn. The growth
trajectory moderated during the pandemic with the core features of its product not so relevant in a lower
mobility environment. As a result, management has created expectations of a material re-acceleration around
the northern hemisphere "back-to-school" period in August/September.
Finally, management is highly aligned with long-term success. The company was founded in 2007 by Chris
Hulls who is still the CEO today and one of the largest shareholders in the company. The company was also
co-founded by Alex Haro who is a non-executive director and also one of the largest shareholders.
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Where is the opportunity?
At present, the user base and product set are each heavily skewed to the US.
The company has a global growth runway and a large under-penetrated total addressable market (TAM).
This under-penetration holds for the US, but is particularly evident in the company's International segment.
That business has scaled organically via word of mouth, with no marketing spend and an inferior product
(versus the US), explains Morgan Stanley.
There is also scope for Life360 to add to the service offering at each tier of paid membership, to drive
adoption and up-sell from lower tiers and further scope to make additional services available outside the
existing tiers. The broker considers the company is a high quality subscription business and doesn’t think
historical trading multiples properly value the growth prospects.
There’s also an opportunity in leveraging a position of trust to enable users to access deals from a growing
supplier network. This may be achieved, for example, via targeted insurance (auto based on driving data,
travel when at the airport etc), children's debit cards (load cards and monitor spend), and large purchase
finance for those visiting open homes or car dealerships.
The company is only beginning to explore higher average revenue per user (ARPU) and revenue sources in the
Indirect segment. This may be achieved by continuing to invest and add new functionality and products for
users while adding customised data for suppliers.
Why are two-sided network effects important?
A two-sided marketplace business model facilitates direct interaction between suppliers and customers,
creating value through an intermediary platform. Value is given and received by both the consumer and the
service provider. Uber, in the transportation sector, is just one example.
For Uber, the customer’s need is for safe and affordable transport. The driver acts as the service provider, but
can’t reach the customer. Thanks to the network effects of the Uber platform, the customer has many drivers
to choose from, while the service provider has many customers he or she can service to build their business.
A network effect is when another user makes the service more valuable for every other user. Hence, it is vital
that a company such as Life360 establishes a lead in app users over competitors, as users won’t find as
much value in competitors’ smaller networks.
Has Life360 established a lead over competitors?
In terms of downloads, Life360 enjoys a clear leadership position against competitors large (Apple and
Microsoft) and small (niche providers). Then when consumers have to actually hand over cash for premium
features, the company is even more dominant, points out Morgan Stanley.
The company continues to differentiate and extend their lead versus competitors on value and this is
translating to user adoption.
Strong and under-appreciated unit economics
The gross profit payback is less than 24 months, with continued investment in value and monetisation and
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Morgan Stanley sees a path for improvement in unit economics.
The broker points out Life360's gross margin of greater than 80% is ahead of the peer average of 48-49%. This is
the case even after adjusting for app store commissions, which bring the contribution margin down to the
mid-50% range.
Current and prospective verticals
Following Life360's acquisition of Jiobit earlier in the year, Bell Potter expects another acquisition is likely, and
points to a US-based digital insurance agent as the most logical acquisition for the company.
The broker feels this is consistent with where the insurance market is heading (online sales) and is in the
technology space. It is also compelling given the large and very engaged user base of Life360 in the US, which
serves to significantly lower the typically high customer-acquisition cost for an insurance agent.
In the bigger picture, acquiring a digital insurance agent positions the company for the potential or likely shift
of the auto insurance market to using a driver score for determining the appropriate policy and premium.
This would be similar to homeowner and rental insurance and other markets such as mortgages and credit
cards, where the customers’ credit score is the key in determining the appropriate product and premium or
interest rate.
If the auto insurance market did move to using a driver score as the key determinant of the policy and
premium, then the data used in determining the driver score becomes key, explains Bell Potter. Life360
generates more driver data than any other company in the US, so it would become a key player in the
determination of a consumer’s driver score. The broker, not one of the seven stockbrokers monitored daily on
the FNArena database has a Buy rating and a 12 month target price of $7.00.
After the first quarter update last April, Credit Suisse also concluded the opportunity to further monetise the
user base is becoming increasingly real. The broker raised the target to $8.30 from $5.40 at the time.
The analyst felt the recent Jiobit acquisition, expected to close in the next 30 days, is an important first step
with near-term cross-sell benefits. Additionally, a further positive was the disclosure of a test for a teen debt
card, projected to have over 100k customers on the waiting list. There are multiple examples of privately held
businesses in the youth/teen debit card space with valuations greater than US$1bn.
Given the number of Life360’s MAU in the US, even modest ARPU and penetration assumptions would enable
such verticals to have a material impact on valuation and revenue, explains Credit Suisse.
Existential risk?
Morgan Stanley sees an existential threat to Life360, via the risk of exclusion from app stores, or even
pre-installation of a competitor Apple or Google family location app.
However, the broker takes comfort that the risk of this threat is very limited due to the fact that operating
system (OS) neutrality matters, and Life360 is platform agnostic. Additionally, Google and Amazon have chosen
the company to be their default family location setting for voice activated devices Google Home and Alexa,
and Google shut its own family tracking app in December 2020.
In contemplating competition from ‘Big Tech’, the analysts note there is significant existing regulatory
pressure on the monopolistic pricing and practices in Apple and Google's app store terms. The near-term risk of
encroaching on the economics of a family safety app appears to outstrip the potential rewards for these
companies.
However, the analysts do see structural threats to specific aspects of Life360's offer. Software enabled
vehicles and even driverless capability could impact the value proposition of specific use cases, such as driver
monitoring and crash protection. Reliance will be upon Life360's ability to innovate and expand the product
offer to mitigate this risk of specific feature obsolescence.
Finally, in late news, the company announced (on June 29, 2021) annualised monthly revenue is tracking to the
upper end of the US$110-120m guidance range, partly due to stronger social media engagement.
The database has two Buy ratings. The consensus target is $8.45, signalling 27.3% upside to the last share price.
Find out why FNArena subscribers like the service so much: "Your Feedback (Thank You)" - Warning this story
contains unashamedly positive feedback on the service provided.
FNArena is proud about its track record and past achievements: Ten Years On
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Treasure Chest: IAG Re-Rating?
FNArena's Treasure Chest reports on money making ideas from stockbrokers and other experts. Insurance
Australia Group may be in line for a re-rating as the prospect of a cyclical recovery is getting better
-Insurance sector earnings likely to be at trough levels
-Potential release of business interruption provisions unlikely in 2021
-Amid conservative provisions, Insurance Australia Group seen offering value
By Eva Brocklehurst
Will Insurance Australia Group ((IAG)) emerge as the winner in 2022 out of a sector that has been severely hurt
by the pandemic? Wilsons among others believes so. The broker envisages strong potential for re-rating amid
similarities between how the stock has been priced today and how the large banks were treated in the depths
of the pandemic.
The pandemic has now meant insurance sector earnings are a trough levels, having underperformed the market
by almost -25%, and with this prospect of stronger execution at the company level the outlook for a cyclical
recovery is getting better.
Wilsons considers IAG the highest quality local insurer, although it share price has materially lagged its peers
such as Suncorp ((SUN)) and QBE Insurance ((QBE)).

The main issue for IAG is the potential of a claims emerging from business interruption insurance, although
the broker suspects the company may have over provisioned by a factor of more than 2x.
Ahead of the pandemic, low inflation and interest rates made it difficult for insurers to increase premiums,
while the threat of disruptors to the Australian market continued. Earnings of all three insurers then came
under pressure, largely from the material provisions required to address the pandemic.
Incidentally, Macquarie believes a contraction in profitable products in the sector could be a sign Insurance
Australia may turn to acquisitions to support a better outlook for investors. This view coincided with
Commonwealth Bank's Comminsure portfolio being up for grabs (subsequently nabbed by industry disruptor
52

Hollard).
In terms of natural perils, IAG has estimated FY21 net natural perils will be $720-743m, just short of the
stop-loss protection to retain natural perils costs of $743m post-quota share.
Citi expects the natural perils allowance will rise to at least $725m in FY22. The broker envisages upside
potential in the share price from business momentum, anticipating a higher underlying margin in the second
half and improving top line commercial business.
Business Interruption
The industry has been fighting a decision by the NSW Court of Appeal Appeal that a pandemic is an insurable
event and the High Court has now upheld the Court of Appeal judgment in relation to the Insurance Council of
Australia's first industry test case, by denying the application for special leave to appeal.
UBS suggests the focus will now be on subsequent test cases around the definition of the disease, proximity of
an outbreak to a business and prevention of access to premises because of a government mandate.
The second test case will consist of nine separate small business claims from a range of businesses, expected to
front the courts in August. UBS also notes Suncorp is unlikely to be affected by the High Court decision while
the provisions made by IAG appear most conservative.
The broker suggests, as few claims are been reported thus far, uncertainty will continue until future test cases
are resolved and any potential release of provisions for business interruptions are unlikely in 2021.
Wilsons acknowledges IAG is potentially more vulnerable to an adverse ruling from the courts, forcing the
industry to pay out on business interruption claims, yet also points out the UK has undergone a similar process,
with lockdowns in that country stretching for almost 190 days compared with a shorter period domestically.
The broker calculates Insurance Australia would need to have 37,000 claims, or half of all business interruption
policies, at the UK average pay-out of $54,000 to consume the entire $2bn in gross provisions, which seems
unlikely.
Excluding any writing back of provisions Wilsons calculates growth in net profit over the next three years
of around 5%. This is based on premium growth of just 2.5%, which could be conservative against the backdrop
of firming home and motor insurance premiums. All up, the broker suspects a resolution of the business
interruption insurance issue will lead to a relief rally in the stock.
Credit Suisse agrees Insurance Australia offers value at current levels, given the conservative provisions have
been factored into earnings amid the tailwinds from a hardening insurance cycle.
Morgans agrees the valuation of IAG is undemanding, with future margin improvements likely as price increases
roll through the book and pandemic-related provision releases are made over the medium term.
FNArena's database has five Buy ratings and two Hold. The consensus target is $5.47, suggesting 8.2% upside to
the last share price.
Find out why FNArena subscribers like the service so much: "Your Feedback (Thank You)" - Warning this story
contains unashamedly positive feedback on the service provided.
FNArena is proud about its track record and past achievements: Ten Years On
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Rudi's View: Time For Quality To Shine
In this week's Weekly Insights:
-And Australia's Favourite Sector Is..?
-Rising Equities Are Getting Cheaper
-Time For Quality To Shine
-Gold's Dubious Inflation Claims
-Conviction Calls
-All-Weather Model Portfolio
-Research To Download
By Rudi Filapek-Vandyck, Editor FNArena
And Australia's Favourite Sector Is..?
What if I asked you which sector is the long term favourite among institutional investors in Australia?
Banks? Healthcare? Bulk commodities producers?
The answer will surprise you, as it is Consumer Discretionary.
Analysts at JPMorgan, who run a monthly survey among domestic fund managers and thus have access to a
wealth of data, reported last week the Consumer Discretionary sector has been the most persistent Overweight
in institutional portfolios in Australia.
Further adding to the sector's favourite status among institutions is the observation the average large
Overweight positioning (relative to the actual index weighting) is well, well above the number two, which at
present is the Materials sector.
The most convincing argument to prefer one sector over others is always the performance and here, JP Morgan
reports, the justification aligns with Consumer Discretionary markedly outperforming the ASX200 over the past
five years.
When I mention Consumer Discretionary most readers are probably thinking JB Hi-Fi ((JBH)), Premier
Investments ((PMV)) and Eagers Automotive ((APE)), but specialty retailers only make up some 15% of the
sector.
The largest representation (40%) is reserved for Hotels, Restaurants and Leisure companies, which includes the
likes of Crown Resorts ((CWN)) and Aristocrat Leisure ((ALL)), but also IDP Education ((IEL)), Webjet ((WEB)),
Collins Foods ((CFK)), and SeaLink Travel Group ((SLK)).
As a matter of fact, Audeara ((AUA)), Mad Paws Holdings ((MPA)), BikeExchange ((BEX)), Harris Technology
Group ((HT8)) and RedHill Education ((RDH)) are all part of Consumer Discretionary, but I doubt very much
whether most institutions would know these companies exist.
Looking at the top of the sector, in terms of market capitalisations, I think the answers most among us are
looking for are found in Aristocrat Leisure, Domino's Pizza ((DMP)), IDP Education, JB Hi-Fi, Breville Group
((BRG)), Lovisa Holdings ((LOV)) and ARB Corp ((ARB)), possibly also including Corporate Travel Management
((CTD)) and Webjet as the latter two would be featuring in this year's re-opening trade.
Aristocrat Leisure had become the largest and most influential representative for the sector. Aristocrat has
equally been one of the best performing large cap stocks on the ASX over the past five years or so. JP Morgan
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confirms it has been one of few 'well-held' favourites in Australia.
More recently the index changed significantly because of the inclusion of Wesfarmers ((WES)) post divestment
of Coles ((COL)). Wesfarmers is now the number one in the sector, but, reports JP Morgan, still Australia's
institutions are overwhelmingly underweight the stock.
The top five for the sector, comprised of Wesfarmers, Aristocrat Leisure, Crown Resorts, Star Entertainment
((SGR)) and Tabcorp ((TAH)), now makes up 65% of the sector's weighting.
The JPMorgan Model Portfolio is Overweight the sector by 102bp through Aristocrat Leisure, JB Hi-Fi and Super
Retail ((SUL)).
Rising Equities Are Getting Cheaper
Investors worried about that long-foreshadowed correction in equity markets might be heartened to read the
Panic/Euphoria indicator developed by analysts at Citi has been trending downwards, even with share market
indices in the US and in Australia at or near all-time record highs.
The not-so-good news, however, is that even after a sizeable retreat since the beginning of the year, that
market sentiment indicator is still firmly inside the Euphoria zone.
Citi market analysts keep repeating to their clientele: based on the history of this indicator, going back to the
late 1980s, there remains a 100% probability that share markets will retreat from current levels over the next
twelve months, resulting in a negative return.
Offsetting the negative implications from this particular indicator, which, by the way, has had an admirable
track record over the past two decades, is the fact that Citi's Bear Market Checklist doesn't seem too worried
just yet.
The factor that continues to support US equities is the large percentage of positive earnings revisions that still
is occuring as US companies continue reporting operational performances that beat analysts' forecasts.
Thus far in June, reports Citi, seven out of 11 sectors that make up the S&P500 are currently enjoying positive
revisions to profit forecasts.
Unwilling to give up on their proprietary doom-forecaster, Citi strategists suggest maybe we should all become
a lot less comfortable with these elevated valuations from the moment earnings estimates stop rising?
The irony about those valuations is, of course, that as earnings estimates continue rising, forward-looking
multiples become cheaper and cheaper. Unless share prices keep rising, in which case we must agree with
Citi's warning. The real danger for today's share markets is of anything happening to the outlook of ever-rising
corporate profit forecasts.
In Australia, reports Shaw and Partners Chief Investment Officer Martin Crabb, the forward-looking
Price-Earnings (PE) multiple for the ASX200 has been in a steady decline for months now. The primary reason is
because Australian companies are equally still supported by rapidly rising profit forecasts.
On Crabb's analysis, the ASX200 is now trading on a multiple of just above 17x, which, it can be argued, is still
a long way off from the long-term average of circa 14.8x. Having said so, it's also a lot lower than the 20x-plus
readings from late last year. Earnings estimates in Australia have now superceded those from pre-covid 2019.
The biggest driver behind the positive trend in Australia are miners and energy companies, i.e. the resources
sector with the added observation that valuations for resources stocks continue to look cheap, in particular
when compared to your typical growth stock.
Crabb also observes price targets in Australia are rising more slowly than earnings estimates.
One factor that has equally been responsible for pulling back the average PE multiple for Australia's most
important index has been the switch from Growth and Quality into Cyclicals and Value earlier in the calendar
year.
What effectively happened between November and March is that money flowed out of High PE stocks such as
CSL ((CSL)), Afterpay ((APT)) and Appen ((APX)) and into lower priced banks, insurers, mining and oil & gas
stocks, and REITs.
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This, on average, has had a deflating impact too.

Time For Quality To Shine
It has been the new theme that runs through portfolio re-assessments and strategy updates worldwide:
economic growth momentum has probably peaked; investors should prepare for a slowing pace in the global
economic recovery in the second half of the running calendar year.
How does one prepare for such event?
By adding more Quality to portfolios.
Portfolio commentary by Morgan Stanley recently tried to insert some nuance into the theme by advising
investors the current cycle is not very typical by historical precedents.
Past data research has shown Morgan Stanley analysts the time for Quality to shine is traditionally during the
late stage of the cycle, but this time around we've only just moved into mid-cycle, so what's the hurry?
It is Morgan Stanley's view that above-average market valuations in combination with late-cycle economic
conditions still favour Quality stocks, with investors likely to start concentrating on more dependable, stable
returns.
Morgan Stanley's Model Portfolios have opted to play the Quality theme through the following exchange traded
funds, or ETFs, plus two managed funds:
ETFs:
-VanEck Vectors MSCI World ex-Australia Quality ETF ((QUAL))
-VanEck Vectors Morningstar Wide Moat ETF ((MOAT))
Funds:
-Capital Group New Perspective Fund
-Fairlight Global Small & Mid Cap (SMID) Fund Class A
Gold's Dubious Inflation Claims
Is gold the ultimate capital protector against inflation?
It's a narrative that is oft repeated and repeated again, but once we start researching the matter, it quickly
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becomes clear the gold-is-best narrative requires a lot of context and explaining.
For too many investors, investing in gold becomes an act of faith, and one that hasn't exactly been overly
beneficial to portfolio returns post-2011. Thus far, 2021 hasn't been too kind either, and neither was 2020.
Research by Ord Minnett suggests the relationship between gold and inflation has become a lot less obvious
since at least the 1990s. In support of previous research done elsewhere, the analysts conclude since 2001 gold
has performed better during periods of disinflation, while other assets, including stock markets, have mostly
outperformed when inflation accelerated.
Ord Minnett thinks this apparent contradiction can be explained by the fact that gold's attractiveness tends to
rise in line with the level of global uncertainty. Simply put: when risk appetite retreats and investors start
running for the hills, money seeks safety in gold. But when everything seems fine, the general interest for gold
is just a smidgen above 'Not Interested'.
There's not a lot a little bit of extra inflation can add to this, unless the bond market responds in a violent
manner, equities sell off and central bankers start feeling uncomfortable with the dilemma at hand.
The other factor in play are real bond yields, i.e. adjusted for inflation. History shows gold shines when 'real'
yields are negative and falling. Right now, real yields are still negative but just about everyone (except a few)
sees higher bond yields ahead, which translates to: negative real yields, but rising.
The opposite scenario, predicted for later this year and potentially in 2022 too (read this part out loud), is the
reason as to why analysts like those at Ord Minnett don't see a bright outlook ahead for the precious metal.
Unless, of course, the Fed starts talking tapering and maybe higher yields, and share markets sell off in
response, or maybe tensions between China and the US flare up again?
Looks like the outlook for gold for the time being is much more aligned with the level of uncertainty as
perceived by investors globally. Rising inflation while everyone is comfortable about it won't support the gold
narrative, but neither will rising inflation without volatility and some good ole fashioned blood-in-the-streets.
Although, to muddle the picture just a tad more, Ord Minnett reports gold performs at its best during mild to
moderate equity market corrections. If things really go haywire, like during the GFC, the picture turns mixed at
best.
All of a sudden, Goldilocks has a new meaning.
Conviction Calls
Several Wall Street firms have been publishing mid-year updates and strategy re-assessments. JPMorgan has
grabbed the opportunity to highlight sector favourites and least liked exposures, some of which have been
reported on in Weekly Insights over the weeks past.
To recap, and to make sure I haven't missed any of such sector updates, below is an overview of the most and
least preferred sector exposures as lined up through JP Morgan's mid-year updates in Australia.
-Diversified Resources: Top Stock Rio Tinto ((RIO)), least liked Alumina Ltd ((AWC));
-Other Metals: Top Stock Newcrest Mining ((NCM)), least liked Pilbara Minerals ((PLS));
-Travel & Leisure: Top Stock Corporate Travel ((CTD)), least liked Flight Centre ((FLT));
-Emerging Companies: Top Stock Credit Corp ((CCP)), least liked ARB Corp ((ARB));
-Healthcare: Top Stock ResMed ((RMD)), least liked Nanosonics ((NAN));
-Oil & Gas: Top Stock Beach Energy ((BPT)), least liked Worley ((WOR));
-A-REITs small caps: Top Stock Waypoint REIT ((WPR)), least liked Cromwell Property ((CMW));
-A-REITs large caps: Top Stock Goodman Group ((GMG)), least liked Stockland ((SGP));
-Technology sector: Top Stock NextDC ((NXT)), least liked Hub24 ((HUB));
-Banks: Top Stock Macquarie Group ((MQG)), least liked CommBank ((CBA));
-Diversified Financials: Top Stock IOOF Holdings ((IFL)), least liked Netwealth ((NWL));
-Transport & Infrastructure: Top Stock Qantas ((QAN)), least liked Sydney Airport ((SYD));
-Building Materials: Top Stock James Hardie ((JHX)), least liked Reece ((REH));
-Gaming: Top Stock Aristocrat Leisure ((ALL)), least liked Pointsbet Holdings ((PBH));
-Contractors: Top Stock Seven Group ((SVW)), least liked Downer EDI ((DOW));
-Utilities: Top Stock Origin Energy ((ORG)), least liked AGL Energy ((AGL));
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-Telcos: Top Stock Telstra ((TLS)), least liked Vocus Group ((VOC));
-Internet & Media: Top Stock Nine Entertainment ((NEC)), least liked Carsales ((CAR));
-Insurers: Top Stock QBE Insurance ((QBE)), least liked Medibank Private ((MPL));
-Chemicals & Packaging: Top Stock Incitec Pivot ((IPL)), least liked Orora ((ORA)).
Since JPMorgan started publishing the above mid-year reviews, most of the Top Picks have outperformed, but
none as much as has ResMed. This, of course, happened in response to a product recall by major competitor
Philips.
On the negative side, Alumina Ltd has experienced serious share price weakness but Pilbara Minerals has
rallied strongly, defying JP Morgan's dislike.
-All-Weather Model Portfolio
All-Weather Model Portfolio - May Review - download here:
https://www.fnarena.com/downloadfile.php?p=w&n=2F37F972-03C4-A337-8837E60473A96F5F
-Research To Download
RaaS on Betmakers Technology Group ((BET)):
https://www.fnarena.com/downloadfile.php?p=w&n=2F5792E1-D02E-C890-C4C4931FBA5492E9
RaaS on US Wagering Industry:
https://www.fnarena.com/downloadfile.php?p=w&n=2F5EB902-DD0E-A330-C4191330C2A57933
(This story was written on Monday 28th June, 2021. It was published on the day in the form of an email to
paying subscribers, and again on Thursday as a story on the website).
(Do note that, in line with all my analyses, appearances and presentations, all of the above names and
calculations are provided for educational purposes only. Investors should always consult with their
licensed investment advisor first, before making any decisions. All views are mine and not by association
FNArena's – see disclaimer on the website.
In addition, since FNArena runs a Model Portfolio based upon my research on All-Weather Performers it is
more than likely that stocks mentioned are included in this Model Portfolio. For all questions about this:
info@fnarena.com or via the direct messaging system on the website).
****
BONUS PUBLICATIONS FOR FNARENA SUBSCRIBERS
Paid subscribers to FNArena (6 and 12 mnths) receive several bonus publications, at no extra cost, including:
– The AUD and the Australian Share Market (which stocks benefit from a weaker AUD, and which ones don't?)
– Make Risk Your Friend. Finding All-Weather Performers, January 2013 (The rationale behind investing in
stocks that perform irrespective of the overall investment climate)
– Make Risk Your Friend. Finding All-Weather Performers, December 2014 (The follow-up that accounts for an
ever changing world and updated stock selection)
– Change. Investing in a Low Growth World. eBook that sells through Amazon and other channels. Tackles the
main issues impacting on investment strategies today and the world of tomorrow.
– Who's Afraid Of The Big Bad Bear? eBook and Book (print) available through Amazon and other channels. Your
chance to relive 2016, and become a wiser investor along the way.
Subscriptions cost $440 (incl GST) for twelve months or $245 for six and can be purchased here (depending on
your status, a subscription to FNArena might be tax deductible):
https://www.fnarena.com/index.php/sign-up/
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TERMS AND CONDITIONS OF USE, AND DISCLAIMERS
These Terms and Conditions of Use, and Disclaimers constitutes your agreement with FNArena Ltd
with respect to your use of its FNArena website, its weekday news periodical, Australian Broker Call,
as well as any other publications (including articles) FNArena may publish on its website, or
anywhere else, from time to time.
Please read the contents of this page carefully as it contains important legal information and
disclaimers. By entering and perusing the website, reading the Australian Broker Call, or, if you are
subscriber, by entering the password protected part of the website, you acknowledge that you have
read, understood and accept this agreement.
By accepting this agreement you acknowledge, understand and accept the following:
1. Reference to “FN Arena” and “FNArena” means reference to FNArena Ltd, its journalists,
directors, other employees, affiliates, agents, associates and subsidiaries.
2. FNArena Ltd is the owner of the FN Arena website and brand name.
3. Reference to “we” or “us” is reference to FNArena.
4. Reference to “this website” or the “FNArena website” means reference to www.fnarena.com, and
includes reference to FNArena’s weekday news periodical, Australian Broker Call, as well as any
other publications (including articles) FNArena may publish on this website, or anywhere else, from
time to time.
5. Reference to “news periodicals” means reference to FNArena’s weekday periodical, Australian
Broker Call, as well as any other periodicals FNArena may publish from time to time on this website,
or anywhere else, from time to time.
6. Reference to “publications” in this agreement means any material, including articles, published or
put in print on the FNArena website, or anywhere else, whatsoever, and includes FNArena’s
weekday periodical, Australian Broker Call, and any other periodicals FNArena may publish from
time to time.
7. Reference to a “visitor” means, you, a visitor to this website, and includes a subscriber to
Australian Broker Call as well as any other publications or periodicals FNArena may, from time to
time, publish through its website.
8. FNArena is a media company which employs financial journalists to report financial news.
FNArena’s journalists perform the required research and collect the information that is, ultimately,
each day, published on this website and in FNArena’s news periodicals. As is obvious, the process by
which the information is collected and delivered to you is a purely journalistic one and, therefore,
the comments, opinions and recommendations FNArena reports on this website are not the
opinions of FNArena or any of its journalist or other employees. FNArena is ONLY and specifically a

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

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

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