
 

March 2019 — Over the Horizon Market Commentary by David Offer 
 

Our share market was relatively unchanged over March, with our All Ordinaries index rising just 9 points to close at 6,365 
points.  Likewise, for the first 9 months of the financial year, our market is down just 28 points or less than half of 1%.  
Including dividends, our share market is up 3% for the year to date. 
 
These unassuming returns hide the substantial volatility that global share markets experienced in the December quarter.  
Likewise, they disguise the very fractured returns experienced across different sectors of our share market.   Broadly 
speaking, our market can be broken up into three components, materials (BHP, RIO, Woodside and Fortescue), banks and 
finance (CBA, WBC, NAB, ANZ and Macquarie) and broader industrials (CSL, Wesfarmers, Telstra and Transurban).   
 
Materials have continued their strong run to June 30 last year and are up a further 7% for this financial year.  The 
fortunes of these Companies (of not our entire Country) are almost entirely reliant on the state of the Chinese economy. 
Thankfully, there is evidence that Chinese seasonal summer economic activity is once again picking up and that China is 
starting to successfully adjust to the ongoing US China trade war.  However, we can’t help but remain cautious, 
particularly with the iron ore sector substantially aided by short term supply issues such as the Vale dam wall collapse. 
 
Conversely, financials are off 6%, weighed down by the Royal Commission and concerns over sliding East Coast property 
prices.  It is hard to see revenue growth for our major Banks for a number of years ahead.  However, we do expect profits 
to be largely preserved by cost cutting, most notably through reduction in staff head count.  While NAB and CBA are 
making the most noise in this regard, ANZ is being the most effective.  From nearly 50,000 employees in 2016, with asset 
sales, branch closures and redundancies, ANZ’s workforce is now 37,860 with the final target expected to be between 
20,000 and 25,000 employees.  We are willing to hold banks for yield, but expect no meaningful price appreciation for 
the foreseeable future. 
 
Industrial shares have provided mixed outcomes.  Technology and heath shares have generally performed well but are 
expensive on all traditional valuation measures.  So are property and infrastructure investments, having appreciated due 
to falling long term interest rates.  However, a number of companies, particularly those perceived as value oriented 
businesses (as opposed to growth focused) do appear to offer value at current prices. 
 
This month we highlight three such ‘value’ companies that are not widely held within portfolios; Nufarm, Challenger and 
Mineral Resources.  We consider these shares present value on historical valuation grounds but also provide exposure to 
emerging and/or rebounding sectors.  Specifically, Nufarm to benefit to the end of the East Coast Australian drought but 
also the expected upcoming launch of its new Omega-3 canola product.  Challenger with its well-developed annuity 
business that will cater for  
 
Australia’s aging population and changing government regulation.  Lastly Mineral Resources for its exposure to lithium, 
iron ore and the rebounding mining sector. 
 
In providing these suggestions, we consider Nufarm as an alternative to Graincorp, Challenger to enable some 
diversification away from the major financials and Mineral Resources as an alternative to other highly priced iron ore 
shares.   
 



 

Please click on the company names for access to further research.  Obviously 3 year returns are not guaranteed.  Rather 
they provide grounds to justify why these shares could substantially rebound in share price over the next few years.  
 
Nufarm Ltd (NUF)   
 
Nufarm is a major producer of crop-protection products such as herbicides, fungicides, and pesticides, selling into all 
major world markets. In the Australian marketplace, it holds either the number one or two position in each of its core 
products.  
 

 
 

 
 
Nufarm stands to benefit from improved cropping conditions on the East Coast of Australia and substantial industry 
consolidation currently underway with six major global players reducing to four which should improve pricing across 
most markets.  In addition, Nufarm has been working with CSIRO for the last 15 years to develop a seed that will produce 
Omega-3 in plant-based canola.   
 
With Omega-3 currently extracted from fish and the volume of wild caught fish at capacity, this presents a huge 
opportunity for Nufarm.  US Federal Drug Administration approval is expected later this year and could be the catalyst for 
a re-rating in the Nufarm share price. 
 
 

Stock code Market 
All Ords Price Fair Price By Whom Upside
NUF 5.05 7 Morningstar 39%

Valuation

EPS PE DPS Yield EPS PE DPS Yield EPS PE DPS Yield
0.35 14.43 0.08 1.6% 0.55 9.18 0.16 3.2% 0.65 7.77 0.19 3.8%

2019 2020 2021

PE Price Upside Income Franking 3 Rr Ret
12 7.8 54.5% 8.5% 0.0% 63.0%

3 Year Return at Market Buy Price



 

Challenger (CGF) 
 
Challenger's dominant Australian annuity business benefits from Australia's compulsory superannuation system and baby 
boomers transitioning into pension phase on retirement. Management has proven effective in integrating its annuities 
into the wealth management ecosystem, including achieving brand awareness, and investing in relationships with 
financial advisors, dealer groups, platform administrators, and superfund trustees.  
 
However, the company has had a difficult 12 months with the Royal Commission dramatically slowing sales of annuity 
products through Financial Advisors and volatile investment markets through to December 31st resulting in balance 
sheet write-downs.  As a result, Challenger has been de-rated by the market and on a price earnings multiple is now 
trading at a 25% discount to the broader industrial share market. 
 

 
 

 
 
Notwithstanding recent headwinds, Challenger has a strong balance sheet with $1.6 billion of excess regulatory capital.  
This will likely improve further with the recent recovery in equity markets and falling bond yields for the calendar year to 
date.  Likewise, in upcoming years’ sales should recover due to the upcoming implementation of Australia’s new 
Retirement Income Framework, which will make it  
 
mandatory for superannuation trustees to consider the long term income needs of members throughout retirement and 
provide to members a comprehensive income product for retirement (CIPR) … essentially an annuity style product.   
  



 

 
As a side note, Horizon Investment Solutions has never recommended annuity products to clients to date.  However, with 
proposed Age Pension concessions for annuities likely to be introduced in the future (where some of the value of the 
annuity is exempt from the Age Pension Asset Test) we believe that there will be a role for annuity products to be included 
within some client portfolios in the future.  
 
Further, when this framework is introduced, it will fall within a Financial Advisor’s best interest duty to consider annuity 
products for clients and that such products may result (depending on individual retiree circumstances) in allocations of up 
to 30% of a retiree’s investment portfolio.  As such, while we believe that into the future the number of Financial Advisors 
practicing will reduce (stemming from the Royal Commission and requirement to meet new educational standards), those 
Advisors who remain will be legally obligated to consider the suitability of annuity products for clients going forward.  As 
such, Challenger stands to be a major beneficiary of changes currently underway within the financial services industry and 
that this is likely to become most evident in 2 – 3 years. 
 
Mineral Resources (MIN) 
 
Mineral Resources has traditionally been a mining contracting, crushing and processing company.  Historically, the 
company has developed mines and subsequently recycled capital by selling down its interest in these mines while 
retaining long term servicing and processing agreements.  This part of the Mineral Resources business already generates 
EBITDA of approximately $250m per annum and stands to benefit substantially with the ramping up in mining activity 
once again occurring within Australia. 
 
The Company owns two substantial lithium mines, including the world’s largest hard risk lithium mine, Wodgina.  
Management have recently sold a 50% stake in Wodgina to US based Albemarle $1.58 billion.  This values Wodgina at 
$3.16 billion, a value equivalent to more than the entire market value of the Company.  This partial cash sale places 
Mineral Resources in a strong position to continue to recycle capital to invest for growth debt-free into the future. 
 
Further, the company has two smaller iron ore mines, one of which was commissioned this year.  As more marginal 
mines they are benefiting substantially from the present spike in higher iron ore prices.  However, unlike other iron ore 
miners, this does not appear to have been reflected in the Mineral Resources share price at this time, with the Company 
trading at a substantial discount to other resource companies based on future expected profits.    
 

 
 
 



 

 
 
 
As a final comment, Australia’s unofficial Federal Election campaign has now become official, with the election called for 
18th May. Shane Oliver from AMP has provided this interesting NOTE on the historcal impact of Federal elections on 
investment markets. 
 
While I am yet to meet anyone willing to publically state they will vote Labor, odds still overwhelmingly favor a Labor 
victory with Sportsbet offering $1.18 for Labor versus $4.75 for a Liberal win.  As a side note, these are similar odds 
offered for last Saturday’s local AFL derby between Freo and the Eagles.  I suspect the outcome will be similar.  While 
Freo put in a decent effort, the Eagles as overriding favourites received the points.  Ultimately the win is what counts.  
 
If you would like to discuss any of the above or portfolio in general, please do not hesitate to contact our office. 
Otherwise we wish you a safe and enjoyable Easter. 
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