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SELL WESTPAC BANK (WBC)  

December 2021 

 
With equity markets exhibiting increasing signs of volatility, we continue to highlight the importance of a 
robust portfolio. As central banks are increasingly withdrawing support from financial markets (tapering of 
asset purchases) and as interest rates look likely to increase in the coming years, we believe high quality 
businesses with strong balance sheets and most importantly strong free cash flows are likely to outperform.  
 
Following the disappointing release of the Westpac Bank (WBC) FY21 result last month we recommend 
you SELL WESTPAC BANK (WBC). 
 
Our investment thesis was based on Westpac recovering from its numerous regulatory issues, 

implementing risk and compliance restructuring at some cost, while being assisted by strong market 

conditions in its core mortgage business - in essence, following the CBA playbook of recovery and 

restructuring. This involves both transitional and permanent costs which can be partially offset by 

operational and process improvements through restructuring.  

 

However, the FY21 result indicated Westpac’s strategy to recover market share in mortgages has resulted 

in significant deterioration in Westpac’s financial performance relative to peers, even amid a very strong 

housing market.  

 

Prioritising volume over value resulted in net interest margin declining by 10 basis points in 2H21 and it 

finished the period 8 basis points lower than this average. 

 

Market expectations for cash earnings for FY22 and FY23 have been downgraded and there is a risk that 

residential property markets deteriorate over 2022, which would further complicate Westpac’s earnings 

outlook while its cost base remains elevated. 

ADD TO BHP (BHP) 

Having fallen for five consecutive months, we believe the selloff in iron ore has moderated somewhat and for 
this reason we recommend adding to BHP.  

BHP is the world's largest diversified resources company with key businesses in iron ore, base metals (copper 
& zinc), petroleum (oil & gas) and coal (metallurgical & thermal). 

The BHP share price has declined -25% since the Singapore spot iron ore benchmark price peaked at 

~US$224 in May.  

 

Although iron ore made up 57% of FY21 revenues for BHP, market expectations already factored a steep 

decline in iron ore prices during FY22. Since the FY21 result BHP has announced the unification of its dual 

listed structure into the Australian listing, the sale of BHP Petroleum to Woodside for scrip consideration 

payable directly to shareholders and approval of the USD5.7b Jansen Potash stage one project in Canada, 

with first ore due in 2027. BHP also plans to exit its remaining thermal coal assets.  

 

We view these developments favourably as the focused group will have forecast 2022 respective 

revenue/EBITDA exposure of iron ore 46%/54%, Copper 35%/35%, Nickel 4%/2% and Coking Coal 

16%/9%.  
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Market forecasts for 2022 free cashflow yield are 8.0-8.5%, with spot prices implying a free cashflow yield of 

~13%.  

 

Our investment case centres on BHP’s ability to generate robust cash flows through the cycle and deliver 

significant returns to shareholders. 

 

With gearing below target and a simpler capital structure to be in place next year there is also potential for 

BHP to exceed its 50% dividend payout ratio. We also believe BHP may consider a healthy return of capital 

to shareholders following the completion of the sale of its oil and gas assets to Woodside. 

 

ADD TO BRAMBLES (BXB)  
 
Following the Brambles (BXB) Q1 trading update we recommend adding Brambles (BXB) to the 
portfolio. 
 
Brambles Limited (BXB) is a supply-chain logistics company that is engaged in pallet and container 
pooling. It is the largest pallet pooling operator globally, operating in 60 countries throughout the Americas, 
Europe, and Asia-Pacific under its CHEP brand. 
 
BXB’s circular business model facilitates the ‘share and reuse’ of reusable pallets and containers. It 
generates sales revenue predominantly from rental and other service fees that customers pay based on 
their use of its platforms and services. This sustainable operating model is underpinned by BXB’s network 
advantage in terms of scale and density and asset management expertise. Moreover, the defensiveness 
and resilience of its earnings is also reflected by the fact that around 80% of its revenues are derived from 
the consumer-staples sectors (FMCG ~55%, beverage 15% and fresh products 8%). 
 
BXB’s trading update exceeded our expectations with +9% sales growth (constant currency), reflecting 

rollover pricing benefits across all key markets.  

 

Whilst sales growth is expected to moderate for the remainder of FY22, with Brambles maintaining its 

guidance of sales growth of 5-7% and underlying profit growth of 1-2% for FY22, BXB expects an 

acceleration of earnings growth to recommence in FY23 as the benefits of an investment program in supply 

chain automation and digitalisation are realised.  

 

We think Brambles’ medium to long term outlook remains strong. Opportunities to expand in emerging 

markets will support mid-single-digit top-line growth in the medium to long term, while also allowing CHEP 

to benefit from an early mover advantage.  

 

Brambles’s strong market position as the global leader in pallet pooling, its sound earnings quality, 

outstanding balance sheet and the recent share price weakness provides an attractive valuation entry point 

with high single digit earnings growth forecast over FY23-FY26. 

 

ADD TO NEWS CORP (NWS) 

 
News Corp (NWS) is a media conglomerate with a large presence in the U.S, the U.K., and Australia.  
 
News Corp’s key brands include The Wall Street Journal, Herald Sun, and The Times. It also owns 65% 
each in Fox Sports and Foxtel, and 62% in Australia’s dominant digital real estate business REA Group. In 
addition, it owns HarperCollins, one of the largest book publishers globally, and has a substantial digital 
property advertising business (Move) in the U.S. 
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News Corp continues to progress its restructure and simplification plans and shift towards digital and has 
been actively working towards realising the full value of its real estate investments and better monetisation 
across its media portfolio. 

 
Having released a first-quarter trading result that was well ahead of market forecasts we recommend 
adding News Corp (NWS) to the portfolio.  
 
Strong momentum across Digital Real Estate, Dow Jones, Subscription Video and Book Publishing were 
the highlights.  
 
The NWS Q1 result showed operating trends continue to improve, as NWS’s portfolio of businesses 
become increasingly digital, driving both revenue and earnings growth. 
 
Moreover, licensing deals with Google/Facebook on news content of ~100m per annum has further 
entrenched the value of its news content.  
 
Our investment thesis for NWS is underpinned by its sum-of-the-parts discount valuation, execution of an 
on-market buyback, the potential realisation of its Foxtel investment with a possible IPO and continued 
positive earnings momentum. 

 

ADD TO TELSTRA (TLS) 

Following Telstra’s (TLS) Investor Day #2 in November we recommend adding to Telstra (TLS). 

Telstra’s T25 strategy aspirations were reiterated an its Investor Day #2, which target mid-single digit 

annual EBITDA growth rate from FY21-25 and underlying EPS growth of high teens which is supported by a 

more positive mobile market outlook with less intensive competition. 

 

This is to be underpinned by mid-single digit mobile services revenue growth. Telstra has also outlined its 
strategy in Health and Energy Retailing to assist this growth at the margin. This earnings trajectory would 
see Telstra’s annual dividend of 16cps (ordinary plus special) be maintained through the period and enable 
it to transition to a 16cps ordinary dividend, for sustainable yield of 4.1%.  

 
At the end of FY20, Telstra sold 49% of its Mobile Towers for $2.8b. The monetisation was faster than 
expected, with a better structure and higher multiple. The whole TowerCo EV of $5.9b represents FY21 pro 
forma EV to EBITDA after lease of 28x, which was compelling compared with global Tower transactions 
median of 20x. TLS would retain majority ownership of InfraCo Towers and continue to own the active parts 
of its network, including the radio access equipment and spectrum, which is key to its desire to keep a 
mobile network competitive advantage. TLS remains focused on unlocking shareholder value and any 
potential monetisation of InfraCo Fixed is likely to be more in medium term than near term.  
 

The $1.35b on-market buy-back from the proceeds of the TowerCo deal reinforces the underlying trends of 

TLS’s improving business. 

 

In October 2021, TLS partnered with Australian Government to acquire Digicel Pacific, which is the largest 

telecommunications company in the Pacific. For this US$1.6b transaction TLS will contribute just US$270m 

of equity and will be the owner and operator. As part of this structure, TLS is entitled to receive a preferred 

return of US$45mn p.a. for 6 years (17% ROE) with significant risk mitigants in place (FX, political, 

operational risk etc.). Although the proposed transaction would have a relatively small contribution to TLS 

underlying EBITDA, it is free cash flow/EPS accretive and strengthens TLS’s industry position. 
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TLS has delivered $2.3b in annual cost reductions since FY16 under its T22 strategy and is targeting a 

further $500m cost-outs in FY23-25 under its T25 strategy.  

 

With a net debt to EBITDA ratio of ~1.0 and more than 5 times interest cover, Telstra’s balance sheet is 

very robust. 

 
 
 


