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Intra-Day Chart of ASX 200 

  

 

My cat Jinx cheered when the RBA kept rates unchanged - he was going for 
'no change'  
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Australian Market Overview 
1.      The market opened lower as the counting resumed today. We headed lower all day, hitting 

a low of  -56 points at 11.30am..  

2.      At 2.30pm the RBA - as even my cat Jinx expected - did nothing (Statement just below)  

3.       The $A fell almost ½ cent off its high after the RBA left the door wide open to a rate cut next month 
and perhaps even more. RBA governor Glenn Stevens made it clear that rates could be cut again if 
needed, perhaps as soon as August.  "Further information should allow the board to refine its 
assessment of the outlook for growth and inflation and to make any adjustment to the stance of 
policy that may be appropriate," he said  

4.      By the end of the day the ASX 200 closed  down -54 points or -1.02%. 

5.      US Futures down -0.20%, Japan -0.765%, Hong Kong -0.66%, Oil in Asian -1.63%  

6.      Of the Top 20 stock all except for Brambles {12.46 0.00 0.00%} closed DOWN.,.  

7.      Today's fall was really what we all expected yesterday  

8.       Value poor again at $4.7 billion. 

9.      The US was closed for Independence Day holiday last night & with school holidays going for 
the next 2 weeks it won’t get a lot better. 

10. The banks were again smacked – the election is a gift to the hedge funds wanting to short 
Australian banks – given the number of rouge Independents that are going to be in the House of 
Reps & Senate – who have publicly said they support a Royal Commission into the banks.   

11. BanksANZ {23.40 -0.35 -1.50%}, CBA {72.56 -0.82 -1.13%}, NAB {24.68 -0.39 -
1.58%}, Westpac {28.54 -0.44 -1.54%}, Bendigo & Adelaide Bank {9.56 -0.14 -1.46%}& Bank of 
Queensland {10.26 -0.08 -0.78%} 

12. Financial Services / Market Related Stocks  were also hit... Macquarie Bank {67.70 -0.84 -
1.24%}, QBE {10.30 -0.18 -1.75%}, IAG {5.48 -0.07 -1.28%}, Suncorp {12.13 -0.19 -
1.57%}, Austbrokers {9.81 -0.22 -2.24%}, Computershare {9.25 -0.15 -1.62%}, ASX {46.21 -0.16 -
0.35%},  

plus .. Fund Managers / BrokersChallenger {8.60 -0.17 -1.98%} , BT Investment {7.47 -0.35 -
4.69%}, Henderson {3.64 -0.09 -2.47%}, Platinum Asset {5.69 -0.08 -1.41%},  Wilson Group{1.45 0.01 
0.34%}, AMP {5.17 -0.06 -1.16%} Perpetual {40.36 -0.88 -2.18%}, IOOF {8.00 -0.14 -1.75%} 
& Magellan {21.76 -0.49 -2.25%} 

Insurers too...AMP {5.17 -0.06 -1.16%}, IAG {5.48 -0.07 -1.28%}, Medibank {2.95 -0.02 -0.68%}, NIB 
Holdings {4.30 0.11 2.56%}, QBE {10.30 -0.18 -1.75%}, Suncorp {12.13 -0.19 -1.57%}, Ausbrokers {9.81 
-0.22 -2.24%}, Steadfast {1.94 -0.03 -1.55%}, Tower {1.28 -0.03 -2.34%} 

13. There is a very good chance on current projected numbers & comments made that this could well 
happen. 

14. Also if  the AAA Credit rating is downgraded   in 6mths due to lack of Budget repair (Finch 
said it’s a 50% chance) as the new Senate won’t let anything through – that could (would) see 
higher interest rates & higher bank funding costs. 

15.  So if that happens & rates went up then the property market comes off & banks bad debts go 
up. This won’t happen in the short term – but the Hedgies play the long game in these & this is 
an easy trade for them. Political uncertainty overhanging the banks sector – why would 
anyone buy them with that now a big chance of coming. Watch the shorts go up even more as 
the week’s progress. 
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16. It’s worth considering a few other things.  CBA is now the 6th largest bankin the MSCI 
World. Australian Banks have held-up far better than global peers in the post Brexit sell-off. 
Since Jun-23, Australian Banks are down -6% significantly outperforming global names; European 
Banks -20%,UK -14%, Japanese -10% & US -8%. So the banks have been primed for this selloff - 

17. But what is also worth highlighting – is that valuation premium of Australian Banks has gone 
to decade highs  … The  Australian Banks now trade at 1.55x book, 165% above the average 
across other developed markets (Japan 0.43x, Europe 0.46x, UK 0.61x, US 0.83x) and while the 
Australian banks have consistently traded at higher multiples in recent years, the current premium 
is 70% above the 10-year average.  To explain this valuation gap, you need to look at returns, not 
risk. On the simplest measure of gearing (Assets/Equity), Australian banks sit around the global 
average at 16xleverage, but their ROE is still running at just under 2x the global 
average (14.7% vs 8%). So in a way that justifies to some extent their premiums – but are they 
excessive the offshore guys will ask.. 

18. Also with  

19. Matt Ross from GS points out that Banks have not been this cheap relative to the Australian 
Market for many years. The longer version: Australian Banks currently trade at 11.4x 1-yr forward 
consensus EPS, a 42% discount to the ASX 100 Industrials (Median) P/E of 19.5x,20% below the 
sector's 20-year average. While our banks team see a challenged outlook for bank sector 
profitability (particularly if our Economics team forecast for 2 further RBA cuts plays out), we 
struggle to see how Australian companies in general will continue to post strong earnings 
growth if many of the concerns that plague the Australian banks play out (i.e. rising bad debts, 
a house price correction, rising unemployment). Further, GS  see little risk to the near-term 
dividend outlook for the major banks (GS Banks team expects NAB to cut its dividend by 9%, but for 
the others to hold).   Against this backdrop, we believe the sector's current yield of 6.6% (9.5% 
including franking credits) looks increasingly attractive in a low interest rate world – especially where 
RBA cash rate of 1.75% looks like it could go to 1.50% or 

20. So it looks like the titanic battle between the offshore hedge funds who have plenty of new and 
exciting reasons to short the Aussie banks vs the local instos (not all I should pointy out) and SMSF 
who love the dividend yield support & the historical cheapness. 

21. But for now do you stand up & fight these hordes (the hedge funds) – who have the ability to 
swamp you – or do we stand back – let them attack & hit the banks. For now the banks will just 
have to take the hits – but one day it’ll get so overdone & they  will bounce back – but how far?? 

22. It’s hard to seen any great EPS upgrades driving them higher in the immediate future. 
With GDP at 3.1% do we seriously think – with a new Senate that will do nothing for confidence – 
stay at theselevels or will it come off as uncertainty possibly reigns?? If credit growth goingto 
accelerate in this environment.  So I thinks the banks will be range bound for quite a while.  We 
now just have to see how the political landscape pans out & can the Government work with a wafer 
thin margin in the House of Reps & a totally recalcitrant  & possibly unworkable Senate. They were 
right when (1) John Howard called it the  “house of obstruction” and Paul Keating the 
“unrepresentative swill 
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These Charts show how expensive Aust Banks are to the rest of the world but 
so cheap here in Aust

    
                                                                                                                                      
                                           Source GS 

23. With the $A rallying back to 75c (and a high US$0.7545 before RBA statement .. the offshore 
earners were not liking it ...  

24. Offshore Earners 

US$ Earners -- Ansell {18.63 -0.25 -1.34%}, Amcor {14.88 -0.14 -0.94%}, Aristocrat {13.04 -0.58 -
4.45%}, , Crown {12.15 -0.33 -2.72%}, Cochlear {121.74 -1.38 -1.13%},CSL {111.25 -1.15 -
1.03%}, Incitec {2.92 -0.09 -3.08%}, Hardies {20.67 -0.28 -1.35%}, Resmed {8.45 -0.08 -
0.95%}, Treasury Wines {9.31 -0.20 -2.15%}, Westfield {10.93 -0.03 -0.27%}  Hendersons {3.64 -0.09 -
2.47%},Macquarie Bank{67.70 -0.84 -1.24%}, QBE {10.30 -0.18 -1.75%}, Flight Centre {30.96 -0.54 -
1.74%}, SAI Global {3.54 -0.15 -4.24%}, Computershare {9.25 -0.15 -1.62%}, , Lend Lease {12.33 -0.13 -
1.05%},  

25. A few stocks... 

o    Incitec Pivot {2.92 -0.09 -3.08%} DB downgraded EPS by -9% to -20% following a raft of 
changes to its assumptions, including prices of diammonium phosphate, urea and ammonia. 
But they retained buy rating with the stock trading at a 30% discount to our revised 
discounted cash flow valuation of A$4.30 per share and at 12.0 times FY17 earnings  

o    Mantra {3.14 -0.26 -8.28%} was smashed today, with CS downgrading from buy to neutral, 
but also cutting the price target by 21%. Its one we have been pushing for a while as a sell 
9too expensive)  vs buy in Event (way too cheap) .. 

o    SAI Global {3.54 -0.15 -4.24%} smacked  after Credit Suisse downdraged  the stock to 
neutral from outperform, and talked down the prospects of a bid. "One of the positive 
arguments for SAI is potential takeover appeal, supported by its valuation discount versus 
global peers, notwithstanding a similar growth outlook," Credit Suisse says.   

o    Helloworld {3.21 0.13 4.05%} rallying after  Bell Potter, initiated coverage of the travel agency 
with a buy rating and a $4.01 price target. "The immediate investment appeal of Helloworld 
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is centered on the material synergies and cost savings expected to be realized by the new 
management team following the merger with AOT effective Jan. 31, 2016,"   

1.      Broker Changes today 

o    Beach Petroleum {0.62 0.00 0.00%} Citi upgraded from sell to Neutral 

o    Mantra {3.14 -0.26 -8.28%}           CS downgraded          from buy to Neutral 

o    SAI Global {3.54 -0.15 -4.24%} CS downgraded from buy to Neutral 

2.       

3.      Highs & Lows Today 

Highs 

·         All Time Highs CAT,AGL, SCG, PME, TME, SIQ, OGC, MQA, ARP, SAR AKP 

·         16 Year Highs EVN 

·         8 Year Highs DXS 

·         7 Year Highs RKN 

·         4 Year Highs NCM, HLO, NST 

·         3 Year Highs RRL 

1.      Lows 

·         1.5 Year Lows ISD 

·         1 Year Lows MTR 

2.       

3.      Retail sales data shot 

May 2016 data: Soft MoM discretionary sales despite rate cut 

Key retail sales data snapshot highlights are as follows: 

Headline numbers:Discretionary trading soft, down -0.1% MoM in May: Total seasonally adjusted retail 
sales data was up +0.2% MoM in May. On PcP May sales was up +3.4%.A proxy indicator of 
discretionary spending is retail sales (ex food/liquor), was down -0.1% MoM and follows +0.3% MoM 
growth in the prior month. On PcP, this measure was up +4.1%. The MoM May discretionary sales data 
was soft, especially considering the tailwind from the 3rd May RBA rate cut. 

Category movements: The soft MoM discretionary data was broad based across categories relevant 
to our coverage.The key negative category MoM movements include: Electrical & Electronic Goods (-
1.6%); Furniture, Floor & Housewares (-1.4%); Clothing (-1.4%); and Footwear & Other Personal 
Accessory (-0.7%). Department stores recorded flat MoM sales. The only key category that recorded 
positive MoM growth was Recreational Goods (+5.0%). 

Outlook comments: Sam Haddad says ..... we expect continued muted growth in Jun/Jul(note 
consumer sentiment index -1% [pre-Brexit] to 102.2 in June 2016). Mixed signals remain: Positive factors: 
1) conducive consumer spending environment stemming from low interest rates; 2) lower $A benefits; and 
3) housing wealth effect. Offset by negative factors: 1) uncertainty surrounding the Federal election; 2) 
slower housing turnover vs pcp; and 3) market volatility/uncertainty stemming from Brexit. 

Stock picks unchanged: SUL, RCG and PMV. RCG: Accent/Hype acquisitions including store rollout 
opportunities in Skechers, Platypus and Hype materially strengthens growth outlook. PMV: share price pull 
back provides attractive entry to Smiggle global growth thematic. We believe the pull-back is an 
overreaction to Brexit & the late winter start. SUL: We forecast strong EPS growth in FY17/FY18 driven by 
an improvement in Leisure, momentum in Auto/Sports and DC benefits 
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RBA …  at its meeting today, the Board decided to leave the cash rate 
unchanged at 1.75 per cent.  

 The global economy is continuing to grow, at a lower than average pace. 
Several advanced economies have recorded improved conditions over the past year, 
but conditions have become more difficultfor a number of emerging market economies. China's 
growth rate has moderated further, though recent actions by Chinese policymakers are supporting 
the near-term outlook. 

 Commodity prices are above recent lows, but this follows very substantial declines over the 
past couple of years. Australia's terms of trade remain much lower than they had been in 
recent years. 

 Financial markets have been volatile recently as investors have re-priced assets after 
the UK referendum. But most markets have continued to function effectively. Funding costs for 
high-quality borrowers remain low and, globally, monetary policy remains remarkably 
accommodative. Any effects of the referendum outcome on global economic activity remain to be 
seen and, outside the effects on the UK economy itself, may be hard to discern. 

 In Australia, recent data suggest overall growth is continuing, despite a very large decline 
in business investment. Other areas of domestic demand, as well as exports, have been 
expanding at a pace at or above trend. Labour market indicators have been more mixed of late, 
but are consistent with a modest pace of expansion in employment in the near term. 

 Inflation has been quite low. Given very subdued growth in labour costs and very low cost 
pressures elsewhere in the world, this is expected to remain the case for some time. 

 Low interest rates have been supporting domestic demand and the lower exchange rate since 
2013 is helping the traded sector. Financial institutions are in a position to lend and credit 
growth has been moderate. These factors are all assisting the economy to make the necessary 
economic adjustments, though an appreciating exchange rate could complicate this. 

 Indications are that the effects of supervisory measures have strengthened lending 
standards in the housing market. Separately, a number of lenders are also taking a 
more cautious attitude to lending in certain segments. Dwelling prices have risen again in many 
parts of the country over recent months. But considerable supply of apartments is scheduled to 
come on stream over the next couple of years, particularly in the eastern capital cities. 

 Taking account of the available information, the Board judged that holding monetary policy 
steady would be prudent at this meeting. Over the period ahead, further information should allow 
the Board to refine its assessment of the outlook for growth and inflation and to make any 
adjustment to the stance of policy that may be appropriate. 

  

Rises 
1.      Catapault {3.30 0.16 4.85%} this has been one of the best floats of 2015 & I can't say enough 

about how good it has been - those who know it love it & they sholud its had a massive run -I 
think its going a LOT higher on a long term basis - so those who own DON"T SELL. For those 
who missed it its still an absute cracker - but has run hard in the ast few months.. Still if they do 
what they aim - its going to be  stock we talk about for years to come.. IF you haven't followed it 
&if  you are an INSTO - YOU need to to on top of this winner ASAP.. It's only going one way& 
the moon comes to mind..    Today CAT rallied to a rercord high after they has confirmed our 
expectations of astrong Q4 of sales upgrading  Unitguidance by 4.4% to 8,354 (previously 
over 8,000, BPe 8,201). Total Contract Value (TCV) by 19.9% to $29.4m (previously 
$24.5m). Subscription units now expected to be 57% of total units, up from 51% in FY15 and 
above our 52% forecast.The net effect is:  FY16 forecastsexpected to be largely 
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unchanged: Unit guidance in line with our forecast,Higher subscription skew which will mean FY16 
revenue might come in slightlybelow my number, however is better for FY17 run-rate.   Positive 
forFY17: The company pointed to strong ARPU and will have a good unitbase heading into FY17, 
we expect CATwill give guidance unit and TCV guidance at the result. We expect that FY17 
will depend on the signing of moreleague-wide deals and more clarity on how it can monetise 
those dealsthrough data licencing.  CAT’s investmentin its sales team is clearly performing well and 
the skew towards subscription increasesits future earnings quality. SamByrnes currently has 
a Holdrating as we believe its market cap of $400m is already pricing in stronggrowth 
expectations 

2.      Appen {2.71 -0.02 -0.74%} better after they announced that it has successfully renewed its 
contract with Microsoft for another year.  There are a number of contracts within the Microsoft 
contract and the largest is with Bing.  Specifically, the company said that it has “successfully 
renewed a number of contracts from one of its major customers, Microsoft, across multiple projects 
including the Bing search division.” Appen also said that the renewed contracts “remain competitive 
although consistent with our outlook” and “the contracts support the company’s result for 2016 and 
contribute to sales in the following year.” Chris Savage says we expected the renewal of this key 
contract and it is included in our forecasts this year and in subsequent periods.  We note the 
comment that the contracts “remain competitive” and so presume that there has been some cut in 
volumes and/or price.  This, however, is consistent with recent periods and is something we have 
already assumed in our forecasts. Overall, there is no change in our forecasts, $2.80 PT or BUY 
recommendation.  We note there is also no change in the company’s guidance for 2016 (which 
must have also assumed the renewal of the Microsoft contract).  We now wait for the 1H2016 result 
in late August or a trading update in the interim before any review of our forecasts. 

3.      Bionomics {0.30 -0.01 -3.33%} Buy, TP$0.81 (Speculative) – Tanushree Jain.  BNO has initiated 
its Phase II PTSD trial with BNC210 today. The company raised US$12m last year to specifically 
fund this trial. The trial will enrol 160 adults with PTSD across 8-10 clinical sites in AU and NZ. In 
our view, the trial design is robust being randomised, double-blinded and placebo controlled and 
therefore results from it will be more meaningful. It will assess the efficacy of BNC210 in 
ameliorating PTSD symptoms using a gold standard clinician administered PTSD scale. Effects of 
BNC210 on co-morbid anxiety and depression disorders and safety will also be assessed. Results 
from this trial are likely to be available by end of CY17/early CY18. We believe that BNO can 
partner this asset at the back of positive Phase II General Anxiety Disorder (GAD) trial results 
due next quarter. However, having a Phase II trial in PTSD, with multi-million dollar sales potential, 
nearing completion is likely to strengthen its value proposition and improve its licensing prospects. 
No change to earnings forecasts. We retain Buy and valuation of A$0.81/sh. We note that we 
currently do not include cancer drug BNC101 (now in Phase 1 trial) and PTSD indication for 
BNC210 (now in Phase II) in our model. 

4.      Independence Group {3.56 -0.08 -2.25%} /  Western Areas {2.47 0.08 3.24%}  Nickel rises to 8 
month high after Philippines warning 

5.      BHP {19.45 -0.08 -0.41%}  Upgraded to hold from sell at Independent Research 

6.      BHP {19.45 -0.08 -0.41%}  has approved an effective plant expansion at the giant Escondida 
mine in Chile that will provide an extra 150,000 tonnes of annual copper production and 
will cost under $US200mm (Aust) 

7.      NIB Holdings {4.30 0.11 2.56%}   is demanding a private hospital group accept large cuts in 
what nib will pay for surgery and other care, which could leave its million members facing out-of-
pocket charges at hospitals. (AFR) 

8.      SmartGroup {6.19 0.40 6.46%}  To buy Autopia for $36m 

9.      Sims Metal {8.30 0.06 0.72%} A temporary fillip  SGM updated earnings guidance for 2HFY16. 
Macq said last week about this  ..  Impact A better 4Q.2HFY16 EBIT is expected to be between 
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$55-65 million. The majority of these earnings were achieved during 4QFY16, driven by higher 
ferrous metals prices, stronger sales volumes and cost-out delivery. Positive surprise...We had 
forecast 2HFY16 EBIT of $41.9m vs consensus of $39.1m. The guidance implies that SGM have 
exceeded their previously guided annualised EBIT run-rate of ~$140m.... but short-lived.An 
improvement in volumes, driven by the recent spike in US scrap prices (US East Coast shredded 
scrap rose from lows of mid US$170’s in January to US$320 in mid-May), was a key driver of the 
surprise, in our view. Prices have now subsided again, undermining collection incentives. § 
Volumes are structurally pressured.Recent trade press quoted SGM management suggesting 
the improvement in scrap prices ‘did not last long enough to adequately repair the collection 
system’. So, with volatility in prices, we think visibility around volumes remains a key risk. No 
sustainable improvement in sight.There is only one bright spot in the world of steel—the US. 
However, scrap does not benefit from the trade protection enjoyed by flat and coated products, so 
remains exposed to the vagaries of the global market. The feedback from our recent NYC Steel 
Dinner suggested participants saw no positive catalyst for scrap markets. Earnings and target 
price revisionWe have revised our FY16 estimates to reflect adjusted guidance, while making a 
slight change (4.5%) to FY17. We lower our target price to $8.40ps (previously $8.90ps) on an 
SOTP basis. Price catalyst12-month price target: A$8.40 based on an EV/EBIT methodology. 
Catalyst: FY16 results, Scrap price trends. Action and recommendation Caution remains.SGM 
have sounded a cautious tone on near-term market trends due to recent scrap price declines. This 
is in line with our thinking. We think that the volatility in prices has not helped a fundamental 
improvement in scrap material supply chains, which is an impediment to any lasting recovery in 
throughput. Cochlear 

10. Sims {8.30 0.06 0.72%} CS saying yesterday that US peer Schnitzer earnings growth on market 
help and cost outs Sims Metal SGM's US peer Schnitzer Steel reported its Q3 (31 May) results 
overnightevidencing a marked improvement on the prior quarter, sustained weaknesses relative to 
pcp in terms of volumes and scarp pricing, but improved profitability post cost savings and 
productivity improvements increasing their operating leverage to any price recovery. This delivered 
Q3 operating income $32/Fe tonne, well up on $1/t prior qtr and $6/t pcp. Scrap volumes: Q3 
ferrous sales volumes were up 13% on the prior quarter with the company quoting stronger 
seasonal demand and the beneficial impact of the higher price environment on supply flows of 
scrap. Despite the QoQ gains, volumes were still down 17% on pcp indicating how weak the 
opening to the year was, particularly Q2. Nonferrous scrap volume sales were marginally down 
(<2%) on prior quarter, 15% down on pcp. Scrap prices: Average ferrous sales prices were up $46/t 
or 27% from the prior quarter, but still $20/t or 9% below pcp, primarily as a result of weaker export 
demand (exports account for 61% ferrous volume). Nonferrous prices were flat QoQ and down 17% 
pcp. Outlook: Limited guidance provided other than an indication of weakening conditions into Q4 
"demand for the sale of ferrous scrap metal decreased near the end of the quarter and into the first 
month of the fourth quarter". SGM read through: Mild positive for Sims to the extent of the quarterly 
volumes and price recovery albeit these were readily observable. Schnitzer's outlook points to a 
weaker Q4 which will only be one month in 2016 for Sims so may be more a factor for the 
opening to 2017. We are yet to see whether SCHN's margin expansion from cost reduction will 
be replicated by Sims or whether Sims reduced footprint and capacity will ultimately cap potential 
gains should scrap prices sustainably recover. No recovery in the higher margin nonferrous 
volumes or pricing points is a negative as is the identified weakness in exports in which 
Sims is a major player. 

11. Oil Search {6.90 -0.03 -0.43%}  Interoil receives unsolicited bid from third party. New bidder 
identity not disclosed, bid is conditional and non-binding.. OSH has received notification that InterOil 
Corporation (IOC) received an unsolicited proposal to acquire IOC from a non-disclosed third 
party. IOC is engaging in further discussions with the third party, however has not made any 
further comments on the unsolicited proposal. The IOC Board continues to unanimously 
recommend the OSH transaction. IOC has also released the MIC ahead of the meeting on the 28th 
July to vote on the OSH transaction. Under the Arrangement Agreement with OSH, IOC can 
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participate in discussions with third parties provided it did not arise out of solicitation. IOC can 
accept Superior proposals and OSH has three days to respond and the right to match the Superior 
bid after IOC has confirmed other bid is considered Superior and IOC has identified the third party 
making the proposal. After the three days, IOC can change its recommendation or accept, approve 
or enter into an arrangement with the Superior Proposal. In the absence of IOC confirming 
the recent unsolicited bid as Superior and identifying the third party, IOC continues to 
recommend the OSH transaction. If IOC accepts a Superior proposal a termination fee of US$60m 
is payable to OSH. The MIC included a background on the process that led to the OSH bid. After 
initially soliciting bids for minority interest in IOC assets, the Board opened up the process in 4Q15 
to consider more significant transactions for IOC assets, including whole of company transactions. 
IOC received bids from 3 parties (including OSH and two parties identified as "Party A" and "Party 
B"). This ultimately led to OSH submitting a revised proposal in May 2016 which ultimately led to a 
bid that was accepted on the 20th May. 

Falls 
1.      Treasury Wine Estates {9.31 -0.20 -2.15%}  TWE expects FY16 EBITS to be in line with “market 

expectations of between $330-340m”. This follows from ex-Diageo EBITS guidance of $270-290m 
given in Oct 15, which was based on AUD/USD 0.735 and AUD/GBP 0.46. Allowing for c. $30m 
contribution from Diageo, DB on this  believe this update represents a 8% upgrade at the midpoint 
of the range but notably market estimates were already in line with the new guidance. 

2.      RIO {47.77 -0.01 -0.02%}    has shelved a $20bn project to develop the world’s biggest 
untapped deposit of iron ore in Guinea. (Aust) 

3.      Mantra Group {3.14 -0.26 -8.28%}  downgraded to neutral from outperform at Credit Suisse 

4.      Rio Tinto {47.77 -0.01 -0.02%}  Commits to London HQ; raised to buy from hold at SBG Securities 

5.      SAI Global {3.54 -0.15 -4.24%}  Downgraded to neutral from outperform at Credit Suisse 

6.      Incitec Pivot {2.92 -0.09 -3.08%}  Earnings reduced on changes to fertiliser and FX 
assumptions   Buy rating maintained; valuation reduced 10% to $4.30/share – DB today  reduced 
our earnings forecasts by 9-20% to reflect our revised DAP, urea, ammonia, FX and North 
American Explosives assumptions, we believe the challenging external factors are nearing the 
bottom and there is upside risk with the pending commissioning of the Louisiana ammonia plant in 
3Q2016, the recent increase in gas (input) and coal (customer exposure) prices, strong North 
American Q&C demand, recent rainfall on the east coast of Australia, and the $80m cost reduction 
program. We retain our Buy rating with the stock trading at a 30% discount to our revised 
DCF valuation of $4.30/share and at 12.0x FY17e earnings.    

7.      Qantas {2.79 -0.02 -0.72%} last week (1st July) Citi did a note on Qantas pushing it hard… HERE IS 
THE BIG POINT -> Airlines are compared on an EV/EBITDA multiple. On  this multiple QAN is 
the cheapest of all global airlines that Citi covers with Research !  Domestic back on track for 
stronger earnings in FY17 Australia/NZ  Buy On 30 June 2016 Qantas management released May 
2016 traffic and capacity statistics. The statistics highlight load factor improvements from demand 
growth in excess of capacity, supported by lower international fares. The positive RASK outcome 
domestically is significant. In our view this highlights a more rational domestic environment, which 
should allow for yields to selectively move higher. While we acknowledge the tough market for 
International will continue, the current discount applied to the value of the Group relative to carriers 
in the region suggests this is a Qantas specific problem. It isn’t, it is a smaller issue for Qantas than 
many regional carriers. Given the significant upside to fair value, coupled with the prospect for 
additional capital management, we see significant upside to our $4.50 valuation and target price. 
Our target price remain unchanged at $4.50. At the current price Qantas remains the cheapest 
airline in our global coverage. 
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8.      Capral {0.16 -0.01 -3.23%}  Buy, TP$0.20 – Jonathan Snape. Material upgrade to guidance: CAA 
recently upgraded FY16e EBITDA guidance from $13-15m to $19-21m, with 1H16e EBITDA 
expected to be approximately $10m (relative to $4.1m in 1H15). The upgrade has been driven by 
the combination of: (1) stronger market demand, particularly in residential construction markets; (2) 
market share gains, on the back of recent anti-dumping success and the weaker AUD; and (3) a 
recovery in distribution margins, which were adversely impacted in FY16e by volatility in aluminium 
price. In addition CAA has highlighted that it expects to exit FY16e in an improved net cash position 
(we estimate ~$30m) which should clear the way for a dividend. Upgrades to earnings: We have 
upwardly revised our forecasts to reflect market share wins and improved margins in the distribution 
business. The net effect of this is upgrades to operating EBITDA of 31% in FY16e, 30% in FY17e 
and 21% in FY18e. Our target price lifts to $0.20ps (prev. $0.155ps) on the back of these 
changes. Investment view: Retain Buy rating: CAA trades at a material discount to its building 
materials peer group (~50%) at a time when structural industry changes (lower aluminium 
premiums, a weakening AUD and an anti-dumping victory) are beginning to demonstrate tangible 
EBITDA benefits to the business. At the precipice of paying its first dividend in over a decade we 
retain our Buy rating with an upwardly revised target price of $0.20ps. 

9.      Tatts Group {3.80 -0.04 -1.05%} South Australian wagering place of consumption tax  DB last 
week viewed  view the introduction of a 15% wagering place of consumption tax by the South 
Australian Government to be a minor positive for Tatts as it will assist in levelling the playing 
field with the corporate bookmakers, however, there may be some challenges in enforcing it and it 
remains to be seen whether other states will introduce their own point of consumption tax. The 
South Australian Government expects such a tax to raise $9.2m pa and we would expect the 
corporate bookmakers to attempt to pass this on or recoup it from their customers. We expect the 
earnings impact on Tatts to be minimal as it is similar to its current wagering tax rate and we 
retain our Hold rating on Tatts with the stock trading at a 1% discount to our valuation of 
$3.90/share. 

10. Henderson Group Plc{3.64 -0.09 -2.47%}  –Citi 27 June   Post Brexit macro backdrop likely to 
make targets hard to achieve n Lower EPS, reduce call to Neutral — Factoring in the likelihood of 
harsher equity market and flow conditions in the post Brexit world, we lower our EPS FY16E: -9%; 
FY17E: -20%; FY18E: -22%. Our 12 months roll forward valuation falls to UK£2.20 (A$4.01) and we 
reduce our call to Neutral, with a TP of A$4.00 (UK£2.19) basing our call on the closing London 
price on Friday of UK£2.18, which would be equivalent to A$3.98 (lower than the Australian A$4.46 
close on Friday in the box). Key assumptions — We now assume flat markets from current date 
through to 31 Dec 2017 and reduced flows given market uncertainties. We assume Henderson 
partially flexes its cost base (a lower UK£ should help) but nonetheless fails to now achieve its 40% 
operating margin target as a result of these headwinds. Operating impact of Brexit still likely to be 
low — We stick with our view that the operating impact of Brexit for Henderson is likely to be small 
with a potential need to reverse its decision to outsource its Luxembourg office seemingly the main 
implication given a likely need to support the Luxembourg domicile of its SICAV fund range. While it 
has UK domiciled funds which can be sold cross-border into Europe we believe in practice these 
products are largely sold in the UK. n But the macro considerations are likely to be paramount for 
now — While seeing the Brexit market move as more likely to be a correction than the start of a 
major global bear market, with the possibility that central banks intervene at some point, our 
strategists still see more risks to the downside in the near term. Why is Henderson’s share price 
underperforming other UK fund managers?— We believe this is primarily due to its relative skew to 
the UK with ~60% of revenues coming therefrom. Arguably this relative performance is slightly 
overdone. n Negative industry trends may now receive greater focus — The shift to passive, 
increasing regulatory focus, further fee margin pressure and difficulty in generating alpha 
performance in a low rate world may now be more in investors’ focus. 

11. Collins Foods {4.10 -0.17 -4.15%} . Time for a breather. Credible 2H16 result, despite tough 
comps and a competitive environment   - UBS post their result last week said ../  The FY16 result 
came in broadly in-line with our expectations (adj. NPAT -1% vs UBSe) and CKF did well to 
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achieve 2H16 NPAT growth of +10%, despite being up against difficult comps and a competitive 
operating environment. Similar conditions have continued and whilst management expect positive 
LFL KFC sales growth in 1H17E, the first 8 weeks of trading have been marginally negative. Whilst 
we like the growth potential from continued store roll-out and recent acquisitions (3yr EPS CAGR of 
11%), we downgrade to a Neutral rating based on valuation. FY16 – key highlights CKF reported a 
strong FY16 result, with FY16 EBITDA +11% to $74.6m and Normalised NPAT +23% to $30.1m, 
albeit heavily skewed to 1H16 (adj. NPAT 1H16 +40% / 2H16 + 10%). KFC LFL sales slowed from 
5.2% in 1H16 to ~1.4% in 2H16 (FY16 +3.1%), which was marginally better than we had 
anticipated. However, this was offset by a lower-than-expected margin (FY16 16.3% vs UBSe 
16.5%). Sizzler delivered +18% FY16 EBITDA growth to $5.3m (UBSe $4.0m), despite sales falling 
- 18%. Operating cashflow was flat yoy ($49.7m vs. UBSe $55.5m), but was impacted by a catch-up 
royalty payment to Yum!. However, this was offset by a higher-than expected final DPS of 8.0cps 
(UBSe 6.7cps), representing a ~50% payout ratio. Outlook and UBS forecasts CKF expects 
continued increased shareholder returns in FY17, with 7-8 new KFC restaurant builds and 14 major 
KFC refurbishments planned. CKF will also be exploring further KFC acquisition opportunities (in 
addition to the 13 stores recently acquired in NSW/VIC) and intends to open 6 new franchisee 
Sizzler restaurants across Asia. Whilst management expects positive LFL KFC revenue growth in 
1H17, the first 8 weeks of trading have been marginally negative. This, together with higher 
interest and tax reduces our EPS forecasts by -3% in FY17E and -5% in FY18E. Valuation: 
$4.90 PT – downgrade to Neutral Our $4.90 price target (previously $5.00) is based on our 
blended 1yr fwd PE (40%), 1yr fwd EV/EBIT SoP (40%) and DCF (20%) valuations. 

 

Chart of the day  

Which sectors were the stand out last Financial Year - 5 were up double digits 
!!.. 
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Market review  - from Peter Quinton - Head of Research  
This financial year has proved to be another up and down one for the Australian share market, albeit with 
smaller swings than we have had at times since the global financial crisis. 
 After touching a high of 5,707 points on 21 July 2015, the S&P/ASX 200 pulled back to 4,765 points on 12 
February 2016, in part due to weakness in miners and energy stocks as well as an adverse shift in 
sentiment towards the banks. A recovery from this low point was then halted by the UK Referendum 
(BREXIT) in late June. 
 The UK voted to leave the EU with a resultant shock to financial markets globally, which beforehand had 
moved significantly towards a “remain” outcome. The initial decline in global financial markets over the days 
after BREXIT reflected elevated uncertainty and therefore heightened volatility. 
 The index finished the fiscal year 2016 at 5,233 points, down 4.1%. Nevertheless, the Utilities and Property 
sectors were the standouts, rallying 18% and 19% respectively, reflecting the decline in interest rates. The 
10-year Australian Government bond yield has declined from 3.01% to a record low of 1.98% over the past 
12-months. On the other hand, the Energy sector fell 25%, Financials (excluding REITs) declined 14%, and 
Materials shed 8%. 
 Commodity prices continued to remain subdued for most of fiscal 2016 reflecting softening growth in China 
and continuing growth in supply. Brent oil closed the financial year at US$50 per barrel and iron ore closed 
at US$56 per tonne, which were lower than their close of US$68 per barrel and US$59 per tonne 
respectively in June 2015. 

Investment environment 
 
 In regards to BREXIT, there are going to be adverse impacts across Europe and, to a much lesser extent, 
the world at both economic and political levels as the UK and the Eurozone account for only 6% and 28% 
respectively of global GDP. In response to BREXIT, the various central banks are likely to provide even 
further monetary policy support, albeit they have much less scope to act than usual in this post GFC 
environment. The European Central Bank could lower interest rates yet again and the US Federal Reserve 
could delay any further lifts in interest rates. 
 In Australia, we expect some limited adverse impact on the economy and the outlook for commodities, 
except gold. The Reserve Bank is now much more likely to reduce the official cash rate to 1.5% over the 
coming months. 
 The Australian dollar has fallen around 3% over the year from around US77 cents at June 2015 to the 
current level around US75 cents. Overall, the economic and financial metrics remain encouraging. Australia 
has underlying inflation below the Reserve Bank’s 2%-3% target band at 1.6%, economic growth is at 3½-
year highs of 3.1%, the cash rate is at record lows of 1.75%, and unemployment is near 3-year lows at 
5.7%. Housing is also providing the momentum for the economy with home building and purchase 
especially driving the NSW, Victorian and ACT economies. All of this is likely to support corporate earnings 
and the economy’s ‘rebalancing’. 
 Therefore, looking forward, we forecast the Australian economy to grow around 3.2% in calendar 2016 and 
then 2.7% in 2017. 

Share market outlook 
 The Australian share market is currently valued on a forward consensus price earnings ratio of 15.1x, 
which is 5% above the long term average of 14.4x. However, the forward consensus dividend yield for the 
Australian share market is an attractive 4.8% (80% franked) and this continues to attract investors 
searching for yield, particularly given the record low interest rates that currently prevail. As a result, we 
maintain our December 2016 forecast of up to 5,500 points for the S&P/ASX 200, implying capital growth of 
5% before dividends from the close of 5,233 on 30 June 2016. 

 While the Australian share market is likely to experience some increased volatility from global uncertainty, 
it should be noted that only around 5% of aggregate earnings are derived from the UK and Europe. 
BREXIT is a political crisis with some adverse economic consequences, especially in Europe, but it is not a 
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global financial crisis. We recommend investors should “let the dust settle” and start preparing themselves 
to “buy the share market dip”. 

 We'll be releasing a number of Investor Reports over the coming weeks that identify specific stock 
opportunities for investors. 

 

TOURISM 
TOURISM is still such a big theme & with $A going down - well soon anyway - - its going to be a long 
term one that we’ll be talking about for many year’s to come. 

 L.E.K. Consulting report on Chinese tourism in Aust worth a quick look. They surveyed 514 Chinese 
residents who have visited Aust in the past 3 yrs.  

 interestingly 46% of those were repeat visitors & a surprising 20% have Aust residency. 

 53% came on holiday, 20% visiting family/friends, 13% for education, 9% for business. 

This chart shows that in the last 5 years the growth of Chinese visitors has 
increased to 19% pa vs 6% growth in the previous 6 years  

and we now have 1m Chinese visitors that came to Aust in 2015 
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They say that  

 48% of Chinese visitors would probably or definitely buy real estate in Australia, 

 74% pursue education,  

 41% other business investments,  

  24% buy Aussie products in China. 

And we know they are big spenders.   

This chart shows how the Chinese are the biggest spenders - in 2014 they 
were #1 ... as they averaged $5.300 per person per visit 

 

 

Whilst Chinese tourism has been a great growth story, its  interesting that  Aust is actually a real 
underperformer in capturing share with just 1% of Chinese travellers. 

That compares to 11.5% share of Chinese overseas students,  23% of imported wine value, & 40% of 
imported beef. 

Besides the structural growth in Chinese outbound there is material opportunity for Aust to grow its 
share of Chinese travellers. 

And given the broader economic benefit of increased spend on all things Aust that appears to be 
a lasting result of Chinese visits - you would think we might benefit from an increased focus on attracting 
them & making their stay memorable. 

So this is a theme that will only get bigger, with Terrorism threats across the globe - Australia is still 
seen as a safe country to visit & that will help going forward as well.. 
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This table shows for each category how much the Chinese spend - so we see 
getting as many  Chinese students to come is very good as they will spend on 
average $50,000 a year on education & living,  whilst an Chinese businessman 
could spend $1m pa  

 

 

Slowing tourism? Something to watch ...  
  In 2015 we saw a 22% increase in the number of Chinese tourist arrivals to Australia (to 

just over 1 million arrivals for the year, up 50% since 201 (see chart above) . 

 With the Chinese economy seemingly finding a bottom, concerns over a depreciation of their 
currency fading, house prices rising and the impact of anti-corruption measures starting to fade, 
GS stated a month ago  – that they  believe there is increased risk that Chinese tourist numbers 
will start to slow.  

 Given Chinese tourists spend 5x more on gambling per visit than the average tourist, they 
feel this impact would be most heavily felt across the domestic casinos.  

 Qantas's recent comments suggested demand for domestic flights had softened considerably in 
recent months, and we expect this will likely have flowed through to weaker activity across a 
number of tourism-related firms that are now cycling higher comps. 

Banks 
 Banks:     Political deadlock has spooked bank investors, fearful that a range of potentially 

damaging spot fires could flare into bigger problems for a sector already on the nose. (Aust) 
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ANZ {23.40 -0.35 -1.50%}, CBA {72.56 -0.82 -1.13%}, CYBG PL {3.87 -0.17 -4.39%}, NAB {24.68 -0.39 -
1.58%}, Westpac {28.54 -0.44 -1.54%}, Bendigo & Adelaide Bank {9.56 -0.14 -1.46%}, Bank of 
Queensland {10.26 -0.08 -0.78%} 

Financial Services / Market Related Stocks 
Macquarie Bank {67.70 -0.84 -1.24%}, QBE {10.30 -0.18 -1.75%}, IAG {5.48 -0.07 -
1.28%}, Suncorp {12.13 -0.19 -1.57%}, Austbrokers {9.81 -0.22 -2.24%}, Computershare {9.25 -0.15 -
1.62%}, ASX {46.21 -0.16 -0.35%}, Cabcharge {3.31 0.01 0.30%}, Flexigroup {1.77 -0.06 -
3.11%}, Iress {10.96 -0.01 -0.09%} 

Fund Managers / Brokers 
Challenger {8.60 -0.17 -1.98%}, BT Investment {7.47 -0.35 -4.69%}, Hendersons {3.64 -0.09 -
2.47%}, Platinum Asset {5.69 -0.08 -1.41%}, Bell Financial {0.60 0.01 1.67%}, K2 Asset Mgt {0.43 0.01 
1.18%}, Wilson Group {1.45 0.01 0.34%}, AMP {5.17 -0.06 -1.16%}, Perpetual {40.36 -0.88 -
2.18%}, IOOF {8.00 -0.14 -1.75%}, Magellan {21.76 -0.49 -2.25%} 

Insurers 
AMP {5.17 -0.06 -1.16%}, IAG {5.48 -0.07 -1.28%}, Medibank {2.95 -0.02 -0.68%}, NIB Holdings {4.30 
0.11 2.56%}, QBE {10.30 -0.18 -1.75%}, Suncorp {12.13 -0.19 -1.57%}, Ausbrokers {9.81 -0.22 -
2.24%}, Steadfast {1.94 -0.03 -1.55%}, Tower {1.28 -0.03 -2.34%} 

Retailers 
Harvey Norman {4.39 -0.18 -4.10%}, JB Hi-Fi {23.76 -0.75 -3.16%}, Myer {1.12 -0.04 -
3.14%}, Metcash {1.91 -0.10 -4.99%}, Adairs {2.46 0.03 1.22%}, Automotive Holdings {3.80 -0.09 -
2.37%}, Burson {5.41 -0.13 -2.40%}, Breville {7.41 -0.04 -0.54%}, Oroton Group {2.10 -0.06 -
2.86%}, Pacific Brands {1.05 0.00 0.00%}, Premier Investments {14.10 -0.40 -2.84%}, RCG Corp {1.79 -
0.03 -1.40%}, Super Retail {8.60 -0.17 -1.98%}, Speciality Fashion {0.55 0.01 0.91%}, The Reject 
Shop {12.01 -0.34 -2.83%}, Thorn Group {1.27 -0.13 -10.24%}, Godfreys {1.05 -0.01 -
0.95%}, Wesfarmers {39.75 -0.52 -1.31%}, Woolworths {20.62 -0.20 -0.97%}, Webjet {7.00 0.04 
0.57%}, Kathmandu {1.53 0.01 0.65%}, Billabong {1.23 0.00 0.00%}, Fantastic Furniture {2.24 -0.01 -
0.45%} 

Healthcare 
Ansell {18.63 -0.25 -1.34%}, Australian Pharmaceutical {1.70 -0.03 -1.47%}, Cochlear {121.74 -1.38 -
1.13%}, CSL {111.25 -1.15 -1.03%}, Capital Health {0.18 0.02 8.33%}, Healthscope {2.85 -0.01 -
0.35%}, Invocare {13.17 -0.32 -2.43%}, Mesoblast {1.21 -0.03 -2.07%}, Mayne Pharma {1.81 -0.07 -
3.88%}, Primary Healthcare {3.93 -0.01 -0.25%}, Ramsay Healthcare {71.36 -0.17 -
0.24%}, Resmed {8.45 -0.08 -0.95%}, Sonic Healthcare {21.58 0.03 0.14%}, Sigma {1.15 -0.03 -
2.61%}, Sirtex Medical {26.09 -0.33 -1.26%}, Virtus Health {6.67 -0.07 -1.05%}, Fisher & Paykel 
Health {9.87 0.08 0.81%} 

Media 
APN News & Media {3.93 -0.04 -1.02%}, APN Outdoor {7.26 0.32 4.41%}, Carsales {12.30 -0.21 -
1.71%}, Fairfax {0.88 -0.01 -0.57%}, iCar Asia {0.84 -0.01 -0.60%}, Newscorp {16.00 0.11 0.69%}, Nine 
Entertainment {1.04 -0.02 -1.45%}, REA Group {60.12 -0.17 -0.28%}, STW Group {sgn}, Seek {15.15 
0.00 0.00%}, Seven West Media {1.03 -0.02 -1.94%}, Sky Network TV {4.55 -0.06 -1.32%}, Southern 
Cross Media{1.19 -0.03 -2.52%}, Trade Me {4.55 -0.02 -0.44%}, Ten Network {0.94 0.02 2.13%} 

Telcos 
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Telstra {5.51 -0.06 -1.09%}, Hutchison {0.08 0.00 0.00%}, Nextdc {3.53 -0.01 -0.28%}, Spark NZ {3.39 -
0.02 -0.59%}, NZ Telecom {tel}, Chorus {4.05 -0.15 -3.70%}, TPG Telecom {11.96 -0.01 -
0.08%}, Macquarie Telecom {12.00 0.16 1.33%} 

Transport 
Brambles {12.46 0.00 0.00%}, Recall {8.33 0.00 0.00%}, Aurzion {4.91 -0.02 -0.41%}, Qantas {2.79 -0.02 
-0.72%}, Qube {2.19 0.00 0.00%}, Virgin {0.20 0.00 0.00%}, Alliance Aviation {0.50 0.00 0.00%}, MMA 
Offshore {0.31 -0.01 -1.61%}, Sydney Airport {7.08 -0.08 -1.13%}, Auckland Airport {6.57 0.10 
1.52%}, Air NZ {2.08 0.06 2.88%}, Macquarie Atlas Road {5.48 0.19 3.47%}, Transurban {12.09 -0.02 -
0.17%} 

Travel & Tourism 
Qantas {2.79 -0.02 -0.72%}, Sydney Airport {7.08 -0.08 -1.13%}, Auckland Airport {6.57 0.10 
1.52%}, Air NZ {2.08 0.06 2.88%}, Virgin {0.20 0.00 0.00%}, Webjet {7.00 0.04 0.57%}, Ardent 
Leisure {1.91 -0.09 -4.71%}, Event Hospitality {14.45 -0.05 -0.35%}, Corporate Travel 
Management {13.92 -0.10 -0.72%}, Cover-More {1.24 -0.04 -3.23%}, Flight Centre {30.96 -0.54 -
1.74%}, Sea Link Travel {4.23 0.04 0.95%}, Mantra Group {3.14 -0.26 -8.28%} 

Building Materials 
Adelaide Brighton {5.53 -0.05 -0.90%}, Boral {6.10 -0.03 -0.49%}, CSR {3.73 0.01 
0.27%}, Hardies {20.67 -0.28 -1.35%}, GWA {2.00 -0.01 -0.50%}, Reece {36.62 -0.21 -0.57%}, Fletcher 
Building {8.24 0.00 0.00%}, Nuplex Industries {4.93 0.02 0.41%}, Brickworks {14.35 -0.08 -0.56%} 

Vehicles 
AP Eagers {12.00 -0.05 -0.42%}, Automotive Group {3.80 -0.09 -2.37%}, ARB Corp {17.13 -0.09 -
0.53%}, McMillan Shakespeare {13.82 -0.45 -3.26%}, Smartgroup {6.19 0.40 6.46%}, SG Fleet {3.64 -
0.06 -1.65%}, Eclipx {3.57 -0.09 -2.52%} 

Business Services 
Aconex {8.07 0.17 2.11%}, MYOB {3.46 -0.05 -1.45%}, McMillan Shakespeare {13.82 -0.45 -3.26%}, SG 
Fleet {3.64 -0.06 -1.65%}, Spotless Group {1.20 0.01 0.84%}, Broadspectrum {1.49 0.00 0.00%} 

Food & Beverages 
Coke-Cola Amatil {8.13 -0.15 -1.85%}, Collins Foods {4.10 -0.17 -4.15%}, Domino's Pizza {67.32 -1.74 -
2.58%}, Fonterra {5.33 0.07 1.31%}, Graincorp {8.54 -0.13 -1.52%}, Select Harvest {7.38 -0.15 -
2.03%}, Treasury Wines {9.31 -0.20 -2.15%} 

Engineering & Construction 
ALQ {5.01 -0.07 -1.40%}, Boart Longyear {0.10 0.00 -2.04%}, CIMIC Group {35.53 -0.55 -
1.55%}, Downer EDI {3.86 -0.03 -0.78%}, GWA {2.00 -0.01 -0.50%}, Lend Lease {12.33 -0.13 -
1.05%}, Monadelphous {7.72 -0.12 -1.55%}, Programmed Maintenance Services {1.68 -0.03 -
1.49%}, McMillan Shakespeare {13.82 -0.45 -3.26%}, NRW Holdings {0.24 0.01 2.13%}, SVW {6.52 0.00 
0.00%}, Broadspectrum {1.49 0.00 0.00%}, SAI Global {3.54 -0.15 -4.24%}, United Group {2.10 -0.05 -
2.38%}, Worley {7.48 -0.02 -0.27%} 

REITS 
Abacus Property {3.16 -0.07 -2.22%}, BWP Trust {3.66 -0.05 -1.37%}, Charter Hall Group {5.20 -0.07 -
1.35%}, Cromwell Property {1.02 -0.01 -0.99%}, Charter Hall Retail {4.79 -0.06 -1.25%}, Dexus {9.20 -
0.12 -1.30%}, Vicinity Centres {3.35 -0.07 -2.09%}, Goodman Group {7.13 -0.01 -0.14%}, GPT {5.47 -
0.08 -1.46%}, Lend Lease {12.33 -0.13 -1.05%}, IOF {4.28 -0.10 -2.34%}, Mirvac {2.03 -0.03 -
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1.48%}, Peet {0.94 0.04 3.72%}, SCA Property {2.30 -0.01 -0.43%}, Scentre Group {5.02 -0.01 -
0.20%}, Stockland {4.80 -0.04 -0.83%}, Westfield {10.93 -0.03 -0.27%} 

Steel 
Arrium {0.02 0.00 0.00%}, Bluescope {6.87 0.13 1.89%}, Sims {8.30 0.06 0.72%} 

Paper & Packaging 
Amcor {14.88 -0.14 -0.94%}, Orora {2.74 -0.04 -1.46%}, Pact Group {5.83 -0.18 -3.09%} 

Utilities 
AGL {19.91 0.11 0.55%}, APA Group {9.50 0.00 0.00%}, AusNet Services {1.66 0.00 0.00%}, DUET 
Group {2.47 0.00 0.00%}, Origin {5.82 -0.07 -1.20%}, Spark Infrastructure {2.52 0.00 0.00%} 

Infrastructure 
APA {9.50 0.00 0.00%}, SKI {2.52 0.00 0.00%}, Transurban {12.09 -0.02 -0.17%} 

Chemicals 
Dulux {6.35 0.00 0.00%}, Incitec Pivot {2.92 -0.09 -3.08%}, Orica {12.61 0.22 1.74%} 

IT, Software Services 
Aconex {8.07 0.17 2.11%}, Computershare {9.25 -0.15 -1.62%}, Isentia {3.14 -0.01 -0.32%}, MYOB {3.46 
-0.05 -1.45%}, Melbourne IT {1.77 0.00 0.00%}, SMS {1.62 -0.03 -1.85%}, Technology One {5.02 -0.08 -
1.59%} 

Agricultural 
Capilano Honey {21.18 -0.07 -0.33%}, Graincorp {8.54 -0.13 -1.52%}, Ridley Corp {1.42 0.03 
1.76%}, Tassal Group {4.10 -0.05 -1.22%}, Fonterra {5.33 0.07 1.31%}, Incitec Pivot {2.92 -0.09 -
3.08%}, Nufarm {7.57 0.11 1.45%}, Aust Ag {1.84 -0.02 -1.09%}, Elders {3.70 -0.09 -
2.43%}, Webster {1.14 0.00 0.00%} 

Baby Formula + Stocks Leveraged to Chinese Consumers 
A2 Milk {1.74 -0.03 -1.73%}, Blackmores {131.85 -4.15 -3.15%}, Bellamy’s {10.18 -0.11 -1.08%}, Bega 
Cheese {5.59 -0.07 -1.25%}, BWX {4.80 0.00 0.00%}, Treasury Wines {9.31 -0.20 -2.15%}, Traditional 
Therapy {0.57 0.03 5.26%}, Vitaco {1.52 -0.06 -3.96%} 

Consumer Products 
AHY {2.06 -0.04 -1.94%}, ARB {17.13 -0.09 -0.53%}, Coke-Cola Amatil {8.13 -0.15 -1.85%}, GUD {9.30 
0.04 0.43%}, PFL {1.69 0.01 0.30%}, Treasury Wines {9.31 -0.20 -2.15%} 

Diversified Financials 
ASX {46.21 -0.16 -0.35%}, Challenger {8.60 -0.17 -1.98%}, Computershare {9.25 -0.15 -
1.62%}, Flexigroup {1.77 -0.06 -3.11%}, Hendersons {3.64 -0.09 -2.47%}, Iress {10.96 -0.01 -
0.09%}, IOOF {8.00 -0.14 -1.75%}, Macquarie Bank {67.70 -0.84 -1.24%}, Perpetual {40.36 -0.88 -2.18%} 

Resources 
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Resources 
IRON ORE COMPANIES: BHP{19.45 -0.08 -0.41%}, S32 {1.62 0.02 1.24%}, RIO {47.77 -0.01 -0.02%}, Mt 
Gibson {0.27 -0.01 -3.70%}, Fortescue {3.83 -0.06 -1.57%}, Atlas Iron {0.01 0.00 -9.09%} 

OTHERS: Alumina {1.35 -0.02 -1.12%}, Iluka {6.91 0.06 0.87%}, OZ Minerals {5.97 -0.08 -
1.34%}, ERA {0.35 -0.01 -2.90%}, Aquarius Platinum{0.25 0.00 0.00%}, Aditya Birla {0.37 -0.05 -
12.33%}, Sandfire Resources {5.39 -0.02 -0.37%}, Independence Group {3.56 -0.08 -2.25%}, Western 
Areas {2.47 0.08 3.24%}, Base Resources {0.14 0.01 3.70%}, Lynas {0.06 0.00 3.45%}, Mineral 
Deposits {0.24 -0.03 -10.64%}, Alkane {0.23 0.01 2.17%} 

Energy Stocks 
Caltex {31.66 -0.38 -1.20%}, Origin {5.82 -0.07 -1.20%}, Oil Search {6.90 -0.03 -0.43%}, Santos {4.72 -
0.03 -0.64%}, Worley Parsons {7.48 -0.02 -0.27%}, Woodside {26.50 -0.29 -1.09%}, AWE {0.91 0.02 
2.21%}, Beach Energy {0.62 0.00 0.00%}, New Hope Corp {1.54 0.05 3.25%}, Senex Energy {0.27 0.01 
1.85%}, Whitehaven Coal {1.21 0.04 2.90%} 

Mining Services 
Bradken {1.01 -0.03 -2.48%}, Monadelphous {7.72 -0.12 -1.55%}, United Group {2.10 -0.05 -
2.38%}, Orica {12.61 0.22 1.74%}, Downer {3.86 -0.03 -0.78%}, Worley {7.48 -0.02 -0.27%}, Imdex {0.24 
0.02 8.33%}, Seven Group Holdings {6.52 0.00 0.00%}, Emeco {0.03 0.00 12.50%}, Sedgman {0.95 0.00 
0.00%}, Ausenco {0.38 -0.01 -1.33%}, Matrix Composites & Engineering {0.42 0.03 6.02%}, NRW 
Holdings {0.24 0.01 2.13%} 

Coal Stocks 
Whitehaven Coal {1.21 0.04 2.90%}, Terracoml {0.01 0.00 -28.57%} 

Gold 
Newcrest {25.12 -0.02 -0.08%}, Kingsgate {0.41 0.00 0.00%}, St Barbara {3.34 -0.08 -
2.40%}, Resolute {1.41 -0.08 -5.34%}, Alacer {3.63 0.25 6.89%}, Evolution Mining {2.77 -0.03 -
1.08%}, Northern Star {5.53 -0.09 -1.63%}, Teranga Gold {1.19 -0.10 -8.44%}, Regis Resources {3.70 -
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0.07 -1.89%}, Perseus {0.63 0.01 0.79%}, OceanaGold {5.44 -0.03 -0.55%}, Medusa Mining {0.76 0.04 
4.61%} 

Uranium Stocks 
ERA {0.35 -0.01 -2.90%}, Paladin {0.20 0.00 0.00%}, Deep Yellow {0.01 0.00 0.00%}, Leigh Creek 
Energy{0.23 0.02 8.70%} 

Lithium / Graphite Stocks 
Galaxy {0.51 -0.02 -3.96%}, Orocobre {4.95 -0.01 -0.20%}, Pilbara Minerals {0.67 -0.05 -
6.72%}, Magnis {0.97 0.02 1.55%}, Syrah {6.08 -0.25 -4.11%} 

 

Top 20 Stock Moves Today 
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ASX 200 Movers Today 
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Dividends / Events Tonight & Tomorrow 
Australia 
EGM               SKT NZ 

Ex-Dividend    ADP 8.5c uf 

 

China Data tomorrow (Wednesday) 

Sydney Time   Release            Period             Forecast          Previous 

 11:45 AM   Caixin Services PMI  JUN                51.1                 51.2       

   

US Tonight (Tuesday night) 

Sydney Time   Release                        Period                         Forecast          Previous 

11:45 PM         ISM New York Index JUN                                48.71               37.2 

12:00 AM        Factory Orders MoM MAY                                 -0.80%             1.90% 

12:00 AM        Factory Orders Ex Transportation MAY              0.10%              0.50% 

US Companies Reporting Tonight 

US Tomorrow night (Wednesday night) 

Sydney Time   Release                        Period                         Forecast          Previous 

10:30 PM         Balance of Trade MAY                                      -$37.9B         -$37.4B 

10:30 PM         EIA Crude Oil Stocks Change JUN/30                                     -4.053M 

10:30 PM         Exports MAY                                                  $182.7B           $182.8B 

10:30 PM         Imports MAY                                                  $ 218.6B          $220.23B 

11:45 PM         Markit Composite PMI Final JUN                    51.2                  50.9 

11:45 PM         Markit Services PMI Final JUN                         51.3                  51.3 

12:00 AM        ISM Non-Manufacturing PMI JUN                  53.23                 52.9 
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Share Buybacks 

 

Substantial Shareholder Changes 

 

Directors' Interest Notices 
 

  



 
 
 

 

Tuesday, 5 July 2016 -  25 

Biggest Blocks Through Market Today 
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Most Shorted Stocks ranked over the last 5 day  
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Unusual Volumes Through Market TODAY 

 
Bell Potter Research 
Aus. Dairy Farms Group (AHF) Hold, TP$0.21 – Jonathan Snape 

Adjusting for a lower farmgate 

Farmgate downgrades a headwind:FY16e is a year that incorporates only partial recognition of the 
earnings benefits of the CDC acquisition and both the Brucknell 4 and Heywood Properties. Looking to 
FY17e a full year’s contribution from CDC and the benefit of a larger herd set the scene for a material uplift 
in profitability in AHF. However, near term, downgrades to Fonterra’s closing 2015/16 farmgate milk price 
(FMP), from $5.60/KgMS to $5.00/KgMS, and a lower opening FMP for 2016/17 of $4.75/KgMS (closing 
forecast of $5.00/KgMS) suggest lower returns for the dairy farming operations of AHF. 

CDC provides a partial hedge:The revenue of AHF’s farming operations are linked to the FMP and the 
cost structure of CDC is also linked to the FMP. To the extent that milk volumes produced on farm match 
milk volumes processed at CDC, there is natural hedge to the integrated business on movements in the 
FMP. However, a portion of the CDC contracts are toll processing arrangements, where farmgate prices 
are contracted independently of CDC. As such we estimate AHF remains effectively long milk in FY17-18e, 
though at a contracting level. 

Downgrade to earnings:We have incorporated lower FMP assumptions and higher net debt (on lower 
cashflows) in FY16-18e resulting a downgrade in FY16e NPAT from a profit of $0.24m to a loss of $0.30m 
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and NPAT downgrades of 14% in FY17e and FY18e. Our target price falls to $0.21ps (prev. $0.24ps) as a 
result of these changes. 

Investment view: retain Hold rating:The acquisition of CDC transformed AHF from what was essentially 
a farming operation into a vertically integrated dairy processor, with a path to market to growing demand for 
fresh dairy foods products in China. In the longer-term this reduces the group’s exposure to fluctuations in 
the FMP, however, near term earnings are still exposed to weakening FMP fundamentals and we retain our 
Hold rating. 

Disclosure: Bell Potter Securities acted as Lead Manager in AHF's $15.7m placement and SPP in 
Jun'15 and received fees for that service. 

 

AMP (AMP) Buy, TP$6.40 – Lafitani Sotiriou 

Chugging along 

Moderate growth outlook 

AMP’s earnings outlook, despite Brexit, remains sound – with moderate growth anticipated over the 
medium-term. One thing working in the company’s favour is the remaining ~$68m in pre-tax savings from 
the efficiency project, which will be fully realised in FY17. 

In addition a key headwind will be coming to an end in just under a year’s time, and that is the guided 
~4.5% margin compression in Australian Wealth Management each year as the MySuper transition 
completes. We still anticipate some margin pressure following this date, however we anticipate the step-
change in the margin occurring from MySuper to finish at the end of FY17. 

What next? 

In our recent research report on IOOF Holdings (IFL) titled ‘Resetting the Upside’ on 29 June, we asked the 
question ‘where to from here?’ for IFL, given synergies from the recent SFG acquisition were winding down, 
and organic growth was lagging. The same can be said for AMP. As the efficiency project is coming to an 
end, where is the next leg of growth going to come from? At the moment, the organic growth is producing 
low-to-mid single digit EPS growth, which is not bad in the current environment, but lacking for investors 
wanting greater leverage to Australia’s legislated growth through our compulsory superannuation system. 

Earnings revisions 

We have downgraded our FY16, FY17 and FY18 earnings by -3.2%, -3.0% and -2.0% respectively. Our 
earnings revision is driven by lower mark-to-markets, some revised Life Company assumptions, and 
weaker net-flow estimates. 

Following the changes our revised Price Target is $6.40 per share (previously $6.50 per share) with our 
Buy recommendation remaining unchanged. 

 

Helloworld (HLO) Buy, TP$4.01 – John O'Shea 

Say goodbye to the old world and hello to the new 

Material synergies and stabilisation in agent numbers 

The immediate investment appeal of HLO is centred on the material synergies and cost savings expected 
to be realised by the new management team over the next two years following the merger with AOT 
effective 31 January 2016. The Company has recently upgraded synergy and cost guidance to $17.1m pa 
from the original estimate of $7.6m contained in the December 2015 Information Memorandum. Our 
analysis suggests that this synergy guidance is reasonable, driven mainly by the streamlining of head office 
administration costs, IT systems, advertising materials and personnel changes at HLO and AOT including 
salary rebasing from CEO level down. The key challenge for the HLO group is to stabilise travel agent 
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numbers after material departures in recent years. The initiatives undertaken by the new management 
team including cost synergies and the end of the Orbitz alliance have been well received and agent 
numbers appear to have stabilised. The enlarged HLO Group is also providing an opportunity for the new 
management team to review the terms of its key contracts with customers and suppliers. The 
announcement in June 2016 that it had finalised new commercial agreements with Qantas and Jetstar 
represent one such example. This is the first commercial deal Jetstar has completed with a travel distributor 
in Australia. 

AOT Inbound – Adds an important growth angle 

AOT’s largest business is the Inbound Division which is one of the largest providers of inbound travel 
services in Australia in a highly fragmented market (consolidation opportunities). This Division adds an 
important growth element based on the recent strength in Holiday Arrivals into Australia including AOT’s 
key source markets (UK, USA and Singapore) with upside from a rapidly expanding China inbound 
business. 

Investment View – Initiate with a Buy rating PT $4.01 

We have set a 12 month price target of $4.01 based on the result of our DCF valuation cross checked to 
peers on a PER and EV/EBITDA basis and we initiate with a Buy rating. We consider HLO well placed to 
deliver a material improvement in earnings in the coming years underpinned by cost savings and the AOT 
merger. 

 

K2 Asset Management (KAM) Buy, TP$0.52 – Lafitani Sotiriou 

Cutting performance fees 

Weaker markets and Brexit hit earnings 

We have significantly cut our performance fee estimates, particularly in 2H16 to account for a weaker share 
market environment and the impact of Brexit. 

KAM has absolute based performance fees, which require overall positive performance for it to trigger. In 
the current weak market environment, it is difficult for the company to achieve such performance fees. This 
is despite some reasonable relative performance in some funds, particularly the largest offering, The 
Australian Share Fund, which out-performed the ASX200 by ~3% over the last six months. The KAM funds 
pay performance fees every six months and the leverage to better markets remains very high. 

Entering a low point 

Since the GFC, KAM has had a few low points where FUM fell to just below $700m, and as at 30 June 
FUM stood at $690m. With a recent track record of negative net-flows and with subdued markets, the 
importance of achieving out-performance, across all the funds, relative to benchmark has become 
paramount. With a new sales representative to help reinvigorate positive net-flows, the next six months is 
an important period for the company. If normalised markets return, the company remains in a strong 
position to deliver very healthy performance fees, particularly in the Australian Equities Fund given its size 
and high water mark being largely covered. 

Earnings revisions 

We have downgraded our earnings by -51.3% and -34.2% for FY16 and FY17 respectively. The large 
downgrade is primarily driven by reduced performance fees (particularly in FY16), and by negative mark-to-
markets. 

Following the earnings revisions we have cut our Price Target to $0.52 per share (previously $0.78 per 
share), with our Buy recommendation remaining in place. 

 

Mesoblast (MSB) Buy (Speculative), TP$3.27 – Tanushree Jain 
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Financing uncertainty removed, MSB to be prudent on CHF trial spend 

CHF Programme to yield key data on futility in 1Q17 

The second interim read out on futility and possible overwhelming efficacy from the CHF trial will be 
released in 1QCY17. A positive recommendation by the DMC to continue the trial as per protocol or 
affirmation that it meets the test of overwhelming efficacy, at that point, will strengthen the partnering 
prospects of this asset and guide MSB’s decision to continue to invest in this program. MSB has committed 
at this stage up to US$13m being funded from its existing cash reserves of US$80m towards the CHF 
programme through to 1QCY17. MSB has also secured a standby equity finance facility with Melbourne 
based Kentgrove Capital of up to A$120m available for drawdown at their discretion over next 3 years. 
MSB will also implement further cash management initiative which will extend cash runway for 12-15 
months. 

Strategy gives breathing space to deliver on milestones 

We believe that MSB’s announced plan is a prudent, de-risked strategy to preserve cash while still allowing 
them to reach the next inflection point on each of their Tier 1 programmes. It also gives them some more 
time to conclude a strategic partnering deal which in many ways could be truly transformative for the 
company. Having a standby equity facility also removes the uncertainty around availability of financing 
should they need it and its discretionary nature and minimum issue price/discounts being fixed to an extent 
controls the dilution that would occur from any such equity placement. Overall, we welcome the 
transparency after the scant details provided last month and now look forward to the company delivering on 
its announced clinical and commercial milestones, as well as a potentially transformative strategic deal over 
the next 6 -9 months. 

Maintain Buy, Valuation marginally reduced to $3.27 

Revision to our model has led to a change in our NPAT est. as follows +30% FY16, +2% FY17 and +27% 
FY18. Our valuation for MSB has marginally reduced to A$3.27/sh (was A$3.39/sh), driven primarily by the 
dilution from the assumed equity placement which has offset the short term reduction in Net Loss. We 
retain our Buy recommendation. Key catalyst: Phase II Rheumatoid Arthritis Trial results in 3QCY16. 

Disclosure: Bell Potter Securities acted as lead manager in a capital raising in May 2010 and in 
March 2013 and in a selldown of stock in December 2010 and received fees for that service. 

 

RCG Corporation (RCG) Buy, TP$2.14 – Sam Haddad 

Adding Hype to the portfolio 

Acquisition of Hype offers significant strategic benefits 

RCG announced the acquisition of Hype DC Pty Ltd (Hype), an Australian retailer of branded athleisure 
and style footwear. Purchase price is expected to be circa $105m, representing 6x FY16 EBITDA. Hype 
operates 57 Hype DC and 3 Shubar retail stores across Australia that together hasachieved significant 
like-for-like sales growth of ~21% over the past two years. We believe the acquisition adds significant 
strategic merit including: portfolio diversification; scale opportunities; enhanced vertical strategy 
(Hype/Shubar are prime channels for a number of brands distributed by RCG/ Accent); Hype/Shubar store 
network expansion opportunities; scope to open new retail formats (easier to develop/rollout) & 5) further 
cements RCG’s leadership in footwear retailing. 

FY16 trading update broadly in line with BPe 

RCG expects to deliver underlying FY16 EBITDA of circa $60m, the top end of the company’s $58m-$60m 
guidance range. The result is broadly in-line with our estimate of $61m, noting the 
underperformance/restructure of a key customer weighed slightly on RCG Brands. The Athlete’s Foot 
delivered solid like-for-like sales growth of 3.5% for the year while Accent Group delivered strong like-for-
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like growth of 20%. Accent group opened 29 stores taking the total number of Accent Group stores to 
138. FY17 guidance: Including Hype, RCG expects underlying Group EBITDA of circa $90m. 

Earnings changes 

We have included the acquisition into our model. Net effect is an increase in our FY17 /FY18 EPS forecasts 
by 17%/14% which increases our PT from $2.00 to $2.14. 

Investment View – retain Buy, PT $2.14 

With the acquisition of Hype, RCG now has three market leading multi-brand retail platforms (TAF, 
Platypus and Hype) that offer it significant leverage to pursue growth opportunities such as accelerating the 
company’s vertical strategy. The addition of Hype also further enhances the risk profile of the group. 
Overall, the combination of RCG’s vertical strategy, significant growth levers at hand, strong management 
team and healthy ff yield (>4% in FY17e), supports our Buy rating. Our revised PT is $2.14. 

Disclosure: Bell Potter Securities acted as lead manager and underwriter for the Company's $50m 
placement and to the board and management sell down conducted in February 2016 and received 
fees for that service. 
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IMPORTANT INFORMATION AND DISCLAIMER 

 

This is a confidential and private communication intended solely for clients of Bell Potter Securities Limited ABN 25 
006 390 772 AFSL 243480 and its related bodies corporate (“Bell Potter”) who have subscribed to The Coppo Report. 
It is not intended for public circulation or for the use of any third party. Copyright in The Coppo Report belongs to Bell 
Potter and the information in this report cannot be reproduced, sold or redistributed without our express written 
consent. We reserve the right to intercept and monitor the content of email messages to and from our systems. 

 

The information in The Coppo Report is of a general nature only and has been prepared without taking into account 
any particular individual’s investment objectives, financial situation or particular needs (‘relevant circumstances’). 
Before acting on this information, you should carefully consider the appropriateness of it having regard to your own 
relevant circumstances and if necessary, seek appropriate professional advice. We cannot guarantee the performance 
or return on investments and those acting on this information do so at their own risk. This report is not an offer or 
solicitation to buy or sell any security and we are not soliciting any action based on this report. 

 

We believe this information is correct at the time of its compilation however no warranty is made as to its accuracy, 
reliability or completeness. Bell Potter has no obligation to tell you when opinions or information in this report change. 
Any estimates of future performance are based on assumptions that may not be realised. Past performance is not 
necessarily a guide to future performance. The information in this report may not reflect information known to, or the 
opinions of, professionals in other Bell Potter departments, including Research and Corporate Finance. To the 
maximum extent permitted by law, Bell Potter and our officers, employees and consultants do not accept any liability 
or responsibility for any loss or damage arising from the use of this report. 

 

Bell Potter, our officers, employees and agents may receive commission and fees from transactions involving 
securities and other investments referred to in this report which our representatives may directly share. We have 
effected or may effect transactions for our own account on securities and other investments in this report and may 
make investment decisions that are inconsistent with the recommendations or views in this report. 

 

This report is approved for distribution in Hong Kong to professional investors by Bell Potter Securities (HK) Limited, 
SFC CE No. AZW955. It is not for release, publication or distribution to any persons in any other country outside 
Australia (including the United States and the United Kingdom), unless they are institutional investors. 

 

© 2016 Bell Potter Securities Limited. All rights reserved. 


