Woodside Petroleum vs iTraxx Australia

Ulf Erlandsson, Nona Alexander

Woodside Petroleum Ltd (ticker: WPLAU) is in the news through a deal with BHP to gain control
over significant fossil gas production.! The company has underperformed the Australian stock
market significantly on this, which adds to a longer period of marked equity underperformance.

Credit, however, has remained remarkably firm, with both bonds as well as CDS trading in tandem

with broader indices. The historical cross-asset class experience is that prolonged equity
underperformance tends to lead credit underperformance. Consequently, the following relative
value box could be interesting:

= Buy USD10mn of WPLAU 5yr CDS, indicatively @75bps (short risk)
= Sell USD10mn?of iTraxx Australia S35 5yr CDS, @60bps (long risk)

Fundamentally, we view WPLAU’s execution risk on the deal as significant, bearing in mind the

track-record of the WPLAU management almost halving the share price of the company since the
peakin 2018. We also see a non-zero probability for stranding of the legacy BHP assets with assoc-

iated financial drag. These two factors have the potential to decrease the creditworthiness (avg.
BBB+, Neg outlook on Moody’s and S&P) of WPLAU relative to the broader Australian market.

WPLAU is one of 25 constituents of the Australia CDS index. The WPL AU USD4.5 03/29 (ISIN:

US980236AQ66) bond could be considered a benchmark bond and trades ca. G+141/z+143 with an

indicative negative basis of 45bps. Key bond investors in the company’s debt are Allianz/PIMCO
and a surprisingly long list of US insurance companies.

Figure 1. (Left) WPLAU CDS vs iTraxx Australia. (Right) ASX200 vs WPL AU. Source: Bloomberg.
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1E.g. see ‘LNG Get a New Major Player with Woodside’s Deal for BHP Assets’, Bloomberg, 18 Aug 2021
2 Alternatively, sell USD12.5mn of iTraxx to get a carry-neutral trade but with some market beta. We
recognize the limited liquidity especially in the single name leg of the trade - get in touch to discuss.

Not investment advice. This version 18 August 2021. Important disclaimers at the end of the document.
Anthropocene Fixed Income Institute (www.anthropocenefii.org), Contact: info@anthropocenefii.org
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https://blinks.bloomberg.com/news/stories/QY09OADWX2PW

IMPORTANT DISCLAIMER:

This report is for information and educational purposes only. The Anthropocene Fixed Income
Institute (‘AFII’) does not provide tax, legal, investment or accounting advice. This report is not
intended to provide, and should not be relied on for, tax, legal, investment or accounting advice.
Nothing in this report is intended as investment advice, as an offer or solicitation of an offer to buy
or sell, or as a recommendation, endorsement, or sponsorship of any security, company, or fund.
AFll is not responsible for any investment decision made by you. You are responsible for your own
investment research and investment decisions. This report is not meant as a general guide to
investing, nor as a source of any specific investment recommendation. Unless attributed to others,
any opinions expressed are our current opinions only. Certain information presented may have
been provided by third parties. AFll believes that such third-party information is reliable, and has
checked public records to verify it wherever possible, but does not guarantee its accuracy,
timeliness or completeness; and it is subject to change without notice.

The Anthropocene Fixed Income Institute is a non-profit organization “to monitor, advocate for
and influence the impact of the fixed income and bond markets in the age of human induced
climate change.” For more information about the Institute, please visit wwww.anthropocenefii.org
or follow us using the hashtag #anthropocenefil.
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