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ASX200 Index Target December 2017 = 5500 — 5600

Synopsis: The ASX200 at 5440 at end November, provided a strong monthly return of 2.8% after the weakness evident
from August to October. We see modest price appreciation prospects in the next 12 months as profit growth is
delivered, partly offset by PE Ratio de-rating as bond yields move higher. Given US policy uncertainties (and the risks
of a US policy mis-step), volatility risk is higher than normal, in our view. Inevitably, our market forecast reflects
contemporary interpretations of a range of both positive and negative influences. We briefly note the following:
Positives

e Record low short term interest rates in Australia remain an ongoing positive. We assume the RBA holds
official cash rates at 1.5% until at least end 2017. Fed tightening by 0.25% post the FOMC on 14 December
2016, looks well discounted and is unlikely to change this.

e The governments of the world’s two major economies appears committed to fiscal stimulus to achieve their
growth objectives. Higher than expected commaodity prices and fiscally supported Chinese demand should
support an improved domestic nominal growth environment and a less deflationary environment globally.

e While resource led, Australian EPS growth expectations have improved for FY17 and stabilized for FY18

Negatives

e The structural challenges confronting a significant proportion of Australia’s largest listed companies remain
substantial and an impediment to strong profit growth and improving ROCE.

e China’s fiscal stimulus has certainly supported demand, but the coking coal price spike is overwhelmingly
supply driven, while the outlook for additional low cost iron ore supply in 2017 remains daunting.

e Ifimplemented, Donald Trump’s proposed tax reductions / fiscal stimulus implies stronger US economic
growth in 2017 and 2018. The risk of an ongoing sell-off at the long end of the US bond market, however,
challenges valuation multiples; especially for low growth yield stocks but also high PER growth stocks.

e Equity markets responded favourably to the pro-growth and pro-business components of the Trump
manifesto, but substantial uncertainty and risk potentially remains over his approach to trade policy.
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PEx Measures of Absolute & Relative Valuation Yield
Australian Equities (MSCI Universe) Fwd PE v Bond Yield - Earnings Yield Gap Gap%
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Australia: Banks v Industrials (ex-Banks, REIT's & Utilities)
12 month forward PE Ratios to November
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Relative Valuation
Banks vs Industrials (ex. REIT's, Utilities, Banks)

Ratio: Parity = 1
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The 12 month forward PE Ratio of the
broader market (based on consensus EPS
estimates) is 15.8X. While not cheap in
absolute terms it is supported by reasonable
aggregate earnings growth expectations.

A continued rise in bond yields is likely to
pressure equity valuations, but as the chart
left implies, the equity market earnings yield
has compressed far less than long bond
yields. It is the long end of the bond market
where the major relative overvaluation has
resided.

The consensus rolling 12 month forward PE
Ratio of the Industrials excluding Banks,
REIT’s and Utilities has declined by ~2 PER
points over the past 3 months. The sell-off in
Australian ten year bond yields (from under
2% in July to 2.8%) has impacted high PER
stocks as well as the more traditional yield
plays (such as REIT’s and Utilities). Rotation
into cyclicals has exacerbated this trend.

Stocks that
attractively priced to our analysts include
Brambles, CSL Limited, James Hardie
Industries, Ramsay Health Care, ResMed

currently stand out as

Inc, Sydney Airports and Transurban.

US Bank stocks rallied strongly post the US
elections in response to optimism of a
lighter regulatory approach from a Trump

Administration and a steeper yield curve.

While the domestic earnings implications
from a shift in the curve here are likely less
than offshore, a steeper yield curve may still
assist Net Interest Margins in FY17. Non-US
banks have also rallied strongly on a relative
valuation argument.
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Rolling 12 mth Forward EPS Expectations
data to 25 November 2016
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AS ASX200: Earnings Revisions
(weekly to 25 November 2016)
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EPS growth expectations (both global and
domestic) remain buoyant for 2017 and
2018. Absent
monthly roll forward implies a continuation

significant  downgrades,
of the more recent rising trend in rolling 12
month forward EPS expectations. See also
chart below left.

Australian 12 month  forward EPS
expectations are still more than 10% below
the level that was expected back in January

2007.

Analyst EPS downgrades to out-year forecasts
have been an enduring feature of the post GFC
environment.

The chart left shows the upgrade to FY17
market EPS growth estimates as analysts
adjust for higher spot commodity prices. FY18
EPS have also stabilised in recent months.

China fiscal stimulus continues to support
demand. The supply side remains a concern
in 2017. Iron ore in particular has a strong
growth pipeline of additional low cost
supply, while the dramatic spike in the
coking coal price

largely reflects a

confluence of supply factors.

The increase in 12 month forward EPS
expectations since March reflect both higher
than expected spot prices and monthly roll
forward to a more favourable earnings year.
We are cautious following the magnitude of
sector outperformance this year.
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RESEARCH DISCLAIMER, WARNING & DISCLOSURES

This document is provided by Evans and Partners Pty Ltd (Evans and Partners) ABN 85 125 338 785, holder of AFSL 318075.

Please see our website at www.evansandpartners.com.au/uploads/default/source/2015/04/58751.ResearchConflictofinte.pdf
for important information regarding Evans and Partners research.

The information is general advice only and does not take into consideration an investor’s objectives, financial situation or needs.
Before acting on the advice, investors should consider the appropriateness of the advice, having regard to the investor’s
objectives, financial situation and needs. If the advice relates to a financial product that is the subject of a Product Disclosure
Statement (e.g. unlisted managed funds) investors should obtain the PDS and consider it before making any decision about
whether to acquire the product.

The material contained in this document is for information purposes only and does not constitute an offer, solicitation or
recommendation with respect to the purchase or sale of securities. It should not be regarded by recipients as a substitute for the
exercise of their own judgment. Investors should be aware that past performance is not an infallible indicator of future
performance and future returns are not guaranteed.

Any opinions and/or recommendations expressed in this material are subject to change without notice and Evans and Partners is
not under any obligation to update or keep current the information contained herein. References made to third parties are based
on information believed to be reliable but are not guaranteed as being accurate.

This document is provided to the recipient only and is not to be distributed to third parties without the prior consent of Evans
and Partners.

EVANS AND PARTNERS DISCLOSURE OF INTERESTS

Evans and Partners and its respective officers and associates may have an interest in the securities or derivatives of any entities
referred to in this material. Evans and Partners does, and seeks to do, business with companies that are the subject of its research
reports.

EVANS AND PARTNERS CORPORATE RELATIONSHIP DISCLOSURE
Company Nature of Relationship

AUI The Issuer has appointed Evans and Partners as Broker to an on-market buy-back. Accordingly, Evans and
Partners is unable to give Sellers advice in respect to a sale of this security. Evans and Partners has been
appointed as Placement Agent in respect of the company’s renounceable rights issue and will receive fees
for acting in this capacity.

AYUHB Evans and Partners arranged, managed or co-managed a public offering of the company or its affiliates in
the past 12 months

CIE Evans and Partners arranged, managed or co-managed a public offering of the company or its affiliates in
the past 12 months.

CGL A director of Evans and Partners Pty Ltd is a director of The Citadel Group Limited.

DUI The Issuer has appointed Evans and Partners as Broker to an on-market buy-back. Accordingly, Evans and
Partners is unable to give Sellers advice in respect to a sale of this security.

IDR Evans and Partners has been appointed as Co-Manager to the institutional placement and accelerated non-
renounceable entitlement offer and will receive fees for acting in this capacity.
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IGL Evans and Partners arranged, managed or co-managed a public offering of the company or its affiliates in
the past 12 months.
ING Evans and Partners arranged, managed or co-managed an offering of securities of the company or its
affiliates in the past 12 months.
MQGPB Evans and Partners arranged, managed or co-managed an offering of securities of the company or its
affiliates in the past 12 months.
NAB Evans and Partners arranged, managed or co-managed an offering of securities of the company or its
affiliates in the past 12 months.
Qlp Evans and Partners arranged, managed or co-managed an offering of securities of the company or its
affiliates in the past 12 months.
RWC Evans and Partners arranged, managed or co-managed an offering of securities of the company or its
affiliates in the past 12 months.
SWM A director of Evans and Partners Pty Ltd is a director of Seven West Media Limited.
TOX Evans and Partners arranged, managed or co-managed an offering of securities of the company or its

affiliates in the past 12 months.
RESEARCH ANALYST CERTIFICATION

We, David Jarman, Peter Stamoulis, Julian Mulcahy, Simon Fitzgerald, Thomas Strong & Steve Wheen hereby certify that all the
views expressed in this report accurately reflect our personal views about the subject investment theme and/or company
securities. We also certify that no part of our compensation was, is, or will be, directly or indirectly, related to the specific

recommendations or views expressed in this report.
RESEARCH ANALYST DISCLOSURE OF INTEREST

I, David Jarman, and/or entities in which | have a pecuniary interest, have an exposure to the following securities and/or managed
products: BHP, CBA, CYB, DXJ, EAI, EAIO, NAB, S32, Cooper Investors Brunswick Fund, Evans & Partners International Managed
Fund (Unhedged), IML Equity Income Fund, Macquarie Asia New Stars No.1 Fund and Partners Group Global Value Fund.

I, Julian Mulcahy and/or entities in which | have a pecuniary interest, have an exposure to the following securities and/or
managed products: AMA, BKL, CAT, CWY, FLN, OLV, QUB, RCR, SGH, TEN, WPP

I, Steve Wheen, and/or entities in which | have a pecuniary interest, have an exposure to the following securities and/or
managed products: NAN, PEK.

We, Simon Fitzgerald, Peter Stamoulis, Thomas Strong and/or entities in which we have a pecuniary interest, have an exposure
to the following securities and/or managed products: N/A

DISCLAIMER

Except for any liability which cannot be excluded, Evans and Partners, its directors, employees and agents accept no liability or
responsibility whatsoever for any loss or damage of any kind, direct or indirect, arising out of the use of all or any part of this
material. All information is correct at the time of publication; additional information may be available upon request.
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