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Company profits: Cost cutting is the new “black” 
Corporate Profit Season 
� Each profit reporting season CommSec tracks all the  earnings results of ASX 200 companies to obtain a 

comprehensive picture of the aggregate health of Co rporate Australia. And it’s clear that the company 
profit-reporting season wasn’t as bad as feared. Co mpanies under promised and over delivered – an old 
strategy that continues to work.  

� CommSec has assessed the results of the 138 compani es that reported interim earnings (the six months 
to December 2012) and the 29 companies reporting an nual results for 2012. Almost 86 per cent of interi m 
reporting companies reported a profit – the best re sult since the 2009/10 financial year. Excluding 
heavyweight companies (BHP Billiton, Commonwealth B ank and Telstra) aggregate profits were up 17 per 
cent on a year ago. More companies lifted interim d ividends than those that cut or maintained dividend s. 

Cost cutting is the new “black” 
• If the recent profit-reporting season could be summed up in two words it would “cost cutting”. In response to lower 

commodity prices, mining and energy companies turned their attention to cost control over the past six months. 
Similarly non-resource companies were prompted by cautious consumer and business spending to also focus on 
cost issues. 

• Clearly companies should always aim both to maximise revenues and minimise costs on an on-going basis. But 
unfortunately cost control generally doesn’t get the attention it deserves until the environment becomes more 
challenging and revenues come under pressure. 

• But while the focus on costs had been overdue for a number of companies, essentially the new strategy worked. 
That is, profits were maintained or even rose over the past six months. Still, bottom-line profits were also 
supported by surprisingly resilient revenues. 

• Companies have taken delight in talking about “challenging” or “tough” operating conditions over the past year. 
And while businesses have had to work harder to secure revenues, the hard work has generally paid off. 

The interim profit numbers 
• Of course the only way to assess whether the recent profit-reporting season was a success or failure is to add up 

the numbers. And that’s what we’ve done. It’s certainly not a case of comparing results to the expectations of 
analysts because companies are routinely successful in managing expectations. In the latest reporting season 
companies did provide weak guidance and then they turned around and either met or beat expectations. It may be 
an old strategy but it still largely works. 

• So to the numbers. CommSec has assessed the results of 138 companies from the ASX 200 index that reported 
earnings for the six months to December 2012. In aggregate, revenue grew by 1.4 per cent to $296 billion while 
expenses grew by 5.8 per cent to $226.6 billion, leading to an 11.2 per cent fall in net profit to $25.7 billion. But 
average earnings per share rose by 1.6 per cent. Cash holdings fell by 23.8 per cent to $47.4 billion (around 
double profits) with a number of companies using some of the proceeds to lift dividends. Dividends rose by 1.9 
per cent. 

• However the results tend to be distorted by a small number of large companies. To get a better sense of 
underlying profitability, results for BHP Billiton, Commonwealth Bank and Telstra were removed from the sample. 
The results for the remaining companies show aggregate revenues rising by 4.7 per cent, offsetting a 3.9 per cent 
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lift in expenses or costs. Aggregate profits were up by 17.1 per cent. And while cash levels fell by 7.0 per cent, 
dividends lifted by 0.4 per cent. 

• Beneath the surface, the results were mixed. In terms of profits, the majority of companies were in the black. 
Overall 118 of the 138 companies (85.5 per cent) produced a profit. But only 75 companies (54.3 per cent) lifted 
profits over the six month period. 

• And the outcomes were even more mixed when it came to cash holdings and dividends. Of the 138 companies, 
64 lifted cash holdings from end-December 2011 to end-December 2012 with the remainder trimming cash levels.  

• Interestingly more companies lifted interim dividends (59 companies) than those that cut them (25 companies). 
And 28 companies left dividends unchanged while 29 didn’t produce a dividend at all. 

• Sure investors may have been surprised by the results, but these are the actual published results, rather than a 
survey of earnings expectations. 

The full year profit results 
• So how did companies fare? CommSec have assessed the results of 29 of the ASX 200 companies that reported 

profits for the year to December. In aggregate, profits totalled $7.3 billion, down 48.7 per cent on a year earlier. 
But importantly all but four of the companies (86 per cent) made money over the period. 

• Aggregate sales fell by 4.1 per cent to $146 billion while the cost of sales or expenses was up by 2.6 per cent to 
$118.8 billion.  

• Earnings per share fell by 7.9 per cent while dividends and cash holdings also fell. Interim dividends were down in 
aggregate by 11.9 per cent. But 9 companies lifted dividends while only 7 cut payments. And cash holdings fell by 
2.4 per cent to $30.2 billion, but the cash on hand was over four times the size of the reduced level of profits. 

• But as was the case for the interim results, there is value in taking heavyweight, Rio Tinto, out of the sample to 
get a better sense of underlying results. Excluding Rio Tinto, aggregate revenue rose by 3.7 per cent, outpacing a 
2.2 per cent lift in expenses. As a result, aggregate earnings actually rose by 38 per cent to $10.3 billion. And 
while the value of cash holdings rose 7.9 per cent to $22.9 billion, final dividend payments fell by 15.9 per cent. 

Outlook 
• In August 2012, when we were wrapping up the 2011/12 profit reporting season we stated the following: “So while 

CommSec expects share prices to rise over 2012/13, the gains are likely to be concentrated in the second half of 
the year. By end 2012, the ASX 200/ All Ordinaries indexes are seen at 4,400 points with 4,650 points expected 
by June 2013. Investors will continue to focus on total returns generated from shares, giving equal weight to 
dividend payments by companies.” 

• As proved to be the case over the latter part of 2012 and early 2013, we were too cautious, under-estimating the 
speed of recovery. And clearly this is a trap that most analysts fell into. 

• The risk at present is that will again prove to be too conservative. Currently we expect the All Ordinaries/ ASX 200 
to reach 5,300 points by the end of the year. Certainly if confidence levels continue to rebuild and investors switch 
funds from cash to equities, property and other “riskier assets”, then the 5,300 level will be quickly exceeded.  

• But all the world’s problems haven’t been solved overnight. And equities can no longer be viewed as “cheap.” We 
expect industry price-earnings ratios to exceed “normal” or longer-term “average” levels as cash gets put back to 
work, before share prices experience a correction or consolidation as earnings catch up. 

• So the sharemarket is expected to continue its upward trend, but with plenty of bumps along the way. 

• It is also important to note that plenty of Australian industries are experiencing structural change. And this will 
have implications not only for individual companies but the broader economy. Retailers face the online challenge. 
The high Australian dollar is causing numerous industries to re-assess strategy, such as retail and manufacturers. 
Resource companies need to ensure that they are productive, efficient and competitive while at the same time 
investing and expanding to meet buyers’ needs. 

• Property companies face downward pressure on rents as retailers strike a balance between ‘bricks & mortar’ 
stores and online sites. Banks have to keep costs low and explore for other revenue sources as businesses and 
consumers reduce reliance on debt funding. 

• One thing is clear – 2013 has already proved exceedingly ‘interesting’ and interest levels will only build over the 
year. 
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