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Earnings Season: Dividends still in vogue
Corporate Profit Reporting Season (final figures)
 Each ‘earnings season’ or ‘profit reporting season’ CommSec tracks all the earnings results of ASX 200
companies to obtain a comprehensive picture of the aggregate health of Corporate Australia.
 This report updates the earlier analysis released on August 27. In the ASX200 index group, 139 companies
with a June 30 reporting date have issued full-year results while 31 companies with a December 31
reporting date have issued half-year results.
 Overall, companies continue to lift profits and remain keen to pay dividends. Almost 93 per cent of
full-year reporting companies produced a profit, well above the 87 per cent long-term average. And
almost 62 per cent lifted profit, just above the 61 per cent average.
 Overall, 90 per cent of full-year reporting companies have elected to pay a dividend.
 Cash levels for ASX 200 companies reporting full-year results are up 6.2 per cent. For all ASX 200
companies reporting half or full-year results, cash levels stand at $124.7 billion.

The Profit Reporting Season


Every six months CommSec tracks the earnings of Australia’s largest listed companies. Some analysts track
whether companies have met broker expectations. That tells you little about the financial performance of
companies. And unfortunately for many companies only a few brokers ‘cover’ the stocks.



Other analysts just track the earnings of those companies they ‘cover’ – the companies that they have detailed
information on. CommSec includes all ASX 200 companies in its macro (big picture) assessment of the reporting
season.



Six months ago, when describing the first-half 2018 reporting season we said results had been ‘solid, not
spectacular’. This reporting season – for companies largely reporting full-year results to June 2018 – the macro
picture has been almost been a carbon copy. The results have been impressive. But then again business surveys
have been positive for most of the period – the NAB survey was at record highs in October and has since held
near historic highs. Recent softening reflects uncertainty about the impact of tariff was on the global economy.
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Almost 93 per cent of companies reported a profit, just below the 94 per cent record high in the prior season in
February. Aggregate statutory earnings have lifted 8.4 per cent on a year ago. The percentage of companies
issuing a dividend is near record highs; expenses have matched sales; and cash levels are at record highs and
up 8.5 per cent on a year ago for all ASX 200, half or full-year reporting companies.



Some of the themes of the season:
 The share prices of companies that ‘surprised’ either positively or negatively with earnings results, moved
sharply on the day of earnings release. The earlier ‘confessional’ period had been generally quiet, thus the lift
in volatility when earnings results beat or missed expectations (eg WiseTech, Pact Group, Steadfast Group).
 A number of the ‘heavyweight’ companies reported declines in statutory profits but ‘underlying’ results remain
favourable.
 Costs or expenses continue to lift, matching growth of sales as had been the case in the six months to June.
Resource companies have especially noted cost pressures.
 Companies exposed to home construction and development have reported early signs of slowdown. Those
effects will be more prominent in the next year.

The statistics so far: Full-year reporting companies


CommSec has analysed all results from ASX 200 companies. Traditionally brokers or analysts focus on smaller
subsets of results. And some merely focus on just whether companies have met or fallen short of “market
expectations”.



In the ASX200 index group, 139 companies with a June 30 reporting date issued full-year results while 31
companies with a December 31 reporting date issued half-year results



Some of the key results for full-year (FY) reporting companies:
 In aggregate, revenues rose by 7.4 per cent on a year ago; expenses rose by 7.6 per cent; profits lifted by
8.4 per cent; dividends lifted by 13.6 per cent and cash rose by 5.7 per cent.
 Excluding BHP, CBA and Telstra, profits rose by 20 per cent on a year ago. While ‘underlying’ results may
show a different picture, BHP reported a 22.5 per cent fall in statutory profit with CBA profit down six per cent
and Telstra earnings fell by 8.4 per cent.
The following points relate to those companies that have reported full-year results (FY reporting companies).
 On revenues, 85 per cent reported increases and 15 per cent reported declines.
 On expenses, 84 per cent reported increases and 16 per cent reported declines.
 On profits, almost 93 per cent reported a profit.
 Sixty-two per cent reported a lift in profit and 38 per cent a decline (long-term average 61.5 per cent).
 Of those reporting a profit, 60 per cent lifted profits and 40 per cent reported a decline.
 Of all FY reporting companies, 90 per cent issued a dividend and 10 per cent didn’t.
 Of those reporting a dividend, 70 per cent lifted the dividend, 10 per cent cut and 20 per cent left dividends
unchanged.
 Of all companies reporting full-year earnings, 60 per cent lifted cash holdings over the year and 40 per cent
cut cash levels.
 Cash holdings of both full-year and half-year reporting companies stood at $124.7 billion at June 30,
(full-year companies, up 6.2 per cent on a year ago to $96.3 billion).

The trends


Surveys conducted of the business sector over the past year months have generally been positive. The NAB
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business conditions index hit record (21-year) highs in October 2017. Using rolling averages, business conditions
hit record highs in May but have only eased slightly on global concerns.


So it makes sense that companies continue to make money. In fact all but 10 of the 139 ASX200 companies
reporting for the year to June, recorded a profit. An impressive 93 per cent of companies lifted profit, just below
the 94 per cent record high in the interim reporting season that ended in February 2018.



Interestingly the proportion of companies able to lift profits has risen. In the first half, 57 per cent of companies
were able to lift profit. For the full-year that proportion now stands at 62 per cent.



And that is impressive. Most companies will tell you that it remains challenging to lift revenues, especially locallyfocussed companies. Global firms have found the environment a little easier with stronger global economic
growth.



But while revenues are up in aggregate, so are costs or expenses. While oil, gas and electricity prices have eased
from highs, they remain a significant challenge for Australian companies – especially industrial companies.



Companies continue to make money and issue dividends. In fact aggregate dividends were up almost 14 per cent
on a year ago. And that percentage was boosted by a number of companies reporting ‘special’ dividends.



Companies remain keen to pay a dividend. Almost 90 per cent of companies issued a dividend – up from around
87 per cent in the first half and well above the long-term average of 86.3 per cent.



But a smaller proportion of companies lifted dividends (down from 74 per cent to 70 per cent) and more held the
final dividend stable compared with a year ago (now 20 per cent, up from 17 per cent in the first half).



The aggregate level of cash held on balance sheets remains healthy. Cash is around 1.7 times statutory earnings.

What are the implications for interest rates and investors?


Corporate Australia remains in strong shape. All but 10 of the full-year reporting companies recorded a profit for
the period despite stronger growth in expenses. And ‘underlying’ profitability remains solid.



While corporate profits continue to rise, this disguises the challenges beneath the surface. The Australian
economy continues to be more global. Consumers can buy goods wherever they are and whenever they want.
Businesses are more challenged by global firms but can also tap more global opportunities. Workers and supplies
can be accessed locally or abroad. And costs continue to lift.



The Australian economy has strengthened over the past year and that is expected to continue in the coming year.
But home building will be less of a driver. Consumer spending may provide more of a contribution to growth with
business investment.



Certainly economic growth will be supported by a broad array of infrastructure projects across the country,
supporting prospects of construction, industrial and transport sectors.



For resource companies the global outlook remains positive, but the trade wars bear watching together with rising
costs.



The Australian sharemarket is no longer cheap with the price-earnings ratio at 17, above longer-term averages
near 15.5. But earnings are still to be fully-factored into the historic PE ratio. Six months ago we expected the All
Ordinaries to be trading in a 6,250-6,650 point range by the end of calendar year 2018 with the ASX 200 around
100 points lower than the stated range. We see no reason to change our view.

Craig James, Chief Economist, CommSec; Twitter: @CommSec
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