Industry update

Brexit’s silver lining for Australian
TMT stocks
It’s not all bad news
While Brexit will have substantial ramifications for the UK in particular (if it all
actually goes ahead), and while there will undoubtedly be a more cautious
stance on the part of investors regarding smaller companies in general, we
believe there may be a silver lining to Brexit for Australian Technology,
Media and Telecom (TMT) stocks.
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Risk-off stance increases competition for institutional money
The bad news first. As we saw last Friday, small caps typically get hurt
much more by these macro events than large caps. While major, large cap,
market indices across the globe fell by 3% to 8%, many Australian small
caps TMT stocks declined by up to 20% towards the end of the Australian
trading session as many small cap investors wanted to exit through the
same door at the same time.
In the near to medium term, we expect the global risk-off stance will weigh
on small caps as institutional investors will prefer the more liquid large caps
during times of uncertainty. Small cap funding will likely be more difficult to
secure and/or more expensive as the risk premia have increased since last
Friday.
We expect small caps will see increasing competition for institutional
money on the back of Brexit, as there will be less of it to go around, at least
in the near term. This implies that small caps may have to crank up their
investor relations a notch or two, especially in case of upcoming funding
requirements.

IT talent on the move
On the positive side, we expect a certain number of UK-based TMT
companies will be looking to relocate to other EU countries in the coming
period to ensure unrestricted access to all of the EU’s benefits, such as free
movement of workers, i.e. IT talent, which is particularly important in the TMT
space.
Additionally, some of London’s start up hubs, such as Level 39, may want
to diversify geographically to provide their members (startups) with more
flexibility across the continent. As change provides opportunity, we believe
such (partial) relocations may help Australian TMT companies (with
operations in Europe) in their hunt for top IT talent.
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M&A in the UK just got a whole lot cheaper
Friday’s 7% decline of the British Pound versus the Australian Dollar was
one of the strongest one-day declines ever seen in this currency pair,
making acquisition targets in the UK substantially cheaper all of a sudden.
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London’s AIM will be less attractive for small caps

investment

In terms of listing options for small caps, we would expect London’s Alternative Investment
Market (AIM) to lose some of its shine following Brexit. AIM is heavily skewed to technology,
clean-tech and biotech companies and may not only see potential IPO candidates shy away
following Brexit, but currently-listed companies as well. Exchanges in Europe, the US and indeed
the Australian ASX would likely benefit from such a development, in our view.

What the CEO’s think
A quick survey among a number of CEO’s of ASX-listed TMT companies revealed that the
general consensus is that Brexit will not have that much of an impact operationally, even for
companies with UK operations. However, UK investment capital inflow will likely diminish and is
expected to be diverted to other markets, including Asia and Australia.
Additionally, the view regarding free movement of workers is that genuine Tech talent will always
be able to get visa’s, no matter where they may come from.
One topic that stood out concerned privacy issues in UK. Current privacy legislation in the UK
needs to conform to EU legislation, which appears to be less strict than what the UK might prefer
stand alone. So following a potential Brexit, privacy protection in the UK might take a hit,
potentially adversely impacting companies operating in the UK.

New general elections may avert Brexit
On a side note, we deliberately wrote “potential Brexit”, because we are not convinced it is
actually going to happen. The referendum was non-binding and maybe calling for new general
elections with just one topic front-and-center (In or Out) might be a way out of this nightmare for
all repentant Brexit voters and everyone that voted Remain in the first place.

Conclusion
Our view is that there is clearly a silver lining to a potential Brexit for Australian TMT stocks as
well as for Australia’s stock market listing environment as a whole. We believe Brexit is not a
globally contagious event to the extent that Greece was a few years ago. Having said that, due
to the current risk-off stance, small cap funding may be more difficult to secure in the near term.
However, investors’ doors will always be open for solidly-run companies with a globally relevant
proposition, be it in Tech, Telco or Media. Investors will just be looking to pick up these shares at
more interesting valuations than before The Day Britain Shot Itself In The Foot.
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GENERAL ADVICE WARNING, DISCLAIMER & DISCLOSURES
The information contained herein (“Content”) has been prepared and issued by TMT Analytics Pty Ltd ABN 17
611 989 774 (“TMT Analytics”), an Authorised Representative (no: 1242594) of Bellmont Securities ABN 47 119
852 890 AFSL 331625. All intellectual property relating to the Content vests with TMT Analytics unless otherwise
noted.
DISCLAIMER
The Content is provided on an as is basis, without warranty (express or implied). Whilst the Content has been
prepared with all reasonable care from sources we believe to be reliable, no responsibility or liability shall be
accepted by TMT Analytics for any errors or omissions or misstatements howsoever caused. Any opinions,
forecasts or recommendations reflect our judgment and assumptions at the date of publication and may
change without notice. TMT Analytics will not accept any responsibility for updating any advice, views, opinions
or recommendations contained in this document.
No guarantees or warranties regarding accuracy, completeness or fitness for purpose are provided by TMT
Analytics, and under no circumstances will any of TMT Analytics, its officers, representatives, associates or
agents be liable for any loss or damage, whether direct, incidental or consequential, caused by reliance on or
use of the Content.
GENERAL ADVICE WARNING
The Content has been prepared for general information purposes only and is not (and cannot be construed or
relied upon as) personal advice nor as an offer to buy/sell/subscribe to any of the financial products mentioned
herein. No investment objectives, financial circumstances or needs of any individual have been taken into
consideration in the preparation of the Content.
Financial products are complex, entail risk of loss, may rise and fall, and are impacted by a range of market and
economic factors, and you should always obtain professional advice to ensure trading or investing in such
products is suitable for your circumstances, and ensure you obtain, read and understand any applicable offer
document.
DISCLOSURES
TMT Analytics has been commissioned to prepare the Content. From time to time, TMT Analytics’
representatives or associates may hold interests, transact or hold directorships in, or perform paid services for,
companies mentioned herein. TMT Analytics and its associates, officers, directors and employees, may, from
time to time hold securities in the companies referred to herein and may trade in those securities as principal,
and in a manner which may be contrary to recommendations mentioned in this document.
TMT Analytics may receive fees from a company referred to in this document, for research services and other
financial services or advice we may provide to that company. The analyst has received assistance from the
company in preparing this document. The company has provided the analyst with communication with senior
management and information on the company and industry. As part of due diligence, the analyst has
independently and critically reviewed the assistance and information provided by the company to form the
opinions expressed in the report. Diligent care has been taken by the analyst to maintain an honest and fair
objectivity in writing this report and making the recommendation. Where TMT Analytics has been commissioned
to prepare Content and receives fees for its preparation, please note that NO part of the fee, compensation or
employee remuneration paid will either directly or indirectly impact the Content provided.
RECOMMENDATIONS
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TMT Analytics’ issues a BUY recommendation in case of an expected total shareholder return (TSR, share
price appreciation plus dividend yield) in excess of 25% within the next twelve months, an ACCUMULATE
recommendation in case of an expected TSR between 5% and 25%, a HOLD recommendation in case of an
expected TSR between -5% and +5% within the next twelve months and a SELL recommendation in case of an
expected total return lower than -5% within the next twelve months.

