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Company Background
Ruralco is an agricultural business supplying diversified services and products to
farmers across Australia. This diversification is evident with the separate businesses
within the group as follows:

Retail and wholesale – Ruralco has a number of iconic brands including
CRT, a wholesale channel and Australia’s largest independent group of
rural retailers providing product ranges for animal health, crop
protection, fertilisers and general rural merchandise.

In water products, the Company provides services and entitlements
trading including the design, installation and maintenance of on‐farm
water irrigation/infrastructure.

Ruralco Property specialises in marketing and selling rural, rural lifestyle,
commercial and residential real estate.

Its livestock Agency provides independent and experienced livestock
specialist services through a national network of livestock agency
businesses. Services include AuctionsPlus and live export facilities.

Ruralco financial services provides insurance broking, finance broking,
grain trading and commodity advice.

Its wool team market over 200,000 bales of wool nationwide, providing
marketing, warehousing and handling services to wool growers.

Frontier International (Frontier) is a Ruralco partnership focused on the
short‐haul live export of feeder and slaughter cattle from Northern
Territory.

The Company’s specialist agricultural advisory, Ag Concepts, provides risk
analysis and management services as well as analysis of the livestock,
wool and grain markets.
The diversification allows Ruralco to weather the agricultural commodity cycle and
weather (drought) cycles to an extent. However, there is no doubt that the
Company’s revenue, earnings and cash flows are linked to the market perceived
prosperity within the sector at any point in time.

What’s new?
The Company has provided market guidance on the potential impact of the current
drought affecting parts of the eastern states. It reports that it expects to deliver a
full year underlying net profit after tax (uNPAT) of between $26‐29million (FY17:
$26.2million). It notes that the mid‐point of this range is consistent with current
market consensus uNPAT of $27.8 million. This guidance quantifies any impact of
the current drought and removes market uncertainty.

The Ruralco (RHL) share price has softened dramatically over the last few
months on the threat of the drought undermining earnings. We believe this is
now factored into the market and the risks are that the share price either
remains around the current levels or with recent rain, increases in line with a
slow recovery in drought afflicted areas. RHL is trading on a 5.3% pa dividend
yield which is fully franked and this also underpins the current share price.
Source: ASX

Breakaway Research has a Buy recommendation on RHL around $2.83 per
share.

Background
RHL has been broadly successful in delivering trend 20% and 32% compound annual growth rate (CAGR) in
underlying EBITDA and Net Profit since FY13 (Figure 1). As noted earlier, FY18 is likely to be at a similar level to
FY17 although we expect the result to be modestly higher but within the $26 ‐ $29m guidance range.

Figure 1. EBITDA and NPAT growth since Fy2013 (Source: Company).

Group profit is driven by the Rural Services division and with a lesser impact from Water Services as evident from
the 1H FY2018 divisional performance (see Figure 2). Rural Services is highly dependent on farming income and
there has been major destocking occurring in NSW and Queensland in response to the drought. As conditions
improve this destocking will reverse and push up cattle prices and generate higher farm incomes.

Figure 2. Location of the RLE wells and neighbouring pipelines and infrastructure (Source: Company).

RHL has been a steady dividend payer as outlined in Table 3. With the earnings guidance now provided,
Breakaway Research expects the final dividend to match the 2H FY17 dividend of 6 cents. We also forecast
FY19 earnings will at least match FY18 earnings and the total FY19 payout will be 15 cents – full franked.
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Combining the 2H FY18 6 cent dividend with the forecast total 15 cent FY 19 dividend delivers a fully franked
7.4% yield over 14 months.

Earnings Result

Dividend

Franking

Ex-dividend date

Payment date

1H FY18

0.09

100%

31-May-18

19-Jun-18

2H FY17

0.06

100%

24-Nov-17

18-Dec-17

1H FY17

0.09

100%

01-Jun-17

20-Jun-17

2H FY16

0.02

100%

25-Nov-16

19-Dec-16

1H FY16

0.08

100%

02-Jun-16

21-Jun-16

2H FY15

0.07

100%

25-Nov-15

18-Dec-15

Figure 3. RHL dividend payments (Source: Iress).

In RHL’s recent half year results presentation the Company provided the following summary of
Opportunities and Risks to its various divisions (see Figure 4). The dominant risk is continued drought
conditions although we note that the Company operates in states which are not in drought which mitigates
this risk.

Figure 4. RHL opportunities and risks for the current half year (Source: Company).

The Company has a MOU with Santos for gas processing with the pipeline 13 km from the Tamarama 1 gas
well and which can move to production when flow lines into the Santos network are established. It also has
a MOU for gas sales with Weston Energy and there is strong interest from other gas buyers.
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Analyst Verification
Disclaimer
Any observations, conclusions, deductions, or estimates of figures that have been made by Breakaway Research
in this report should not be relied upon for investment purposes and the reader should make his or her own
investigations. This publication has been issued on the basis that it is only for the information and exclusive use
of the particular person to whom it is provided. Any recommendations contained herein are based on a
consideration of the securities alone. In preparing such general advice no account was taken of the investment
objectives, financial situation and particular needs of a particular person. Before making an investment decision
on the basis of this advice, investors and prospective investors need to consider, with or without the assistance
of a securities adviser, whether the advice is appropriate in light of the particular investment needs, objectives
and financial circumstances of the investor or the prospective investor. Although the information contained in this
publication has been obtained from sources considered and believed to be both reliable and accurate, no
responsibility is accepted for any opinion expressed or for any error or omission that may have occurred therein.
Breakaway Research Pty Ltd
ABN: 39 602 490 906,
AFSL 503622
T+61293928010 F+61292792727
PO Box H116 Australia Square
Sydney, NSW 2001
Suite 505, 35 Lime Street,
Sydney, NSW 2000
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