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Brimming with stocks to check out 

Last week, I focused on the top 20 stocks in the S&P/ASX 200 index, as many experts argued that, in
volatile times, these more solid companies were positioned to do well. And many of the companies I
listed had a good week at the stock market ‘office’. Suncorp, for example was up 5.5% over the five
days, while ANZ put on 3.4%. I’m not as aggressively bullish for local stocks as some overseas
tipsters but I am still positive, so in my article today I look at many more stocks to see which ones the
analysts believe have potential for double-digit gains.

Last November, 530,915 Aussies became shareholders in Coles, making it one of the most widely
held stocks.  In today’s Report, read Paul Rickard’s view on buying, selling or holding this stock.

    Sincerely,

 
  Peter Switzer
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The ASX Top 50 stocks with double digit gain
ahead
by Peter Switzer

 
Last week I focused on the top 20 stocks in the
S&P/ASX 200 Index, as many experts argued that
these more solid companies in volatile times were
well-placed to do well. And many of the companies I
listed had a good week at the stock market ‘office’.
Suncorp, for example was up 5.5% over the five
days, while ANZ put on 3.4%.

Over the week we learnt that China was going long
stimulation and a Trump trade deal looks closer and
better than expected. And if the Fed is “patient” with
interest rate rises and US companies keep reporting
better than expected, we could see smaller
companies get some real oomph from the more
positive attitude towards stocks over 2019.

There is division amongst market experts, with some
telling us to be ready for a retesting of the December
lows, while others say to put your seatbelts on as
stocks in the US head towards nosebleed levels!

I’m not as aggressively bullish for local stocks but I
am still positive so let’s look at the ASX 21 to 50
stocks to see which ones analysts believe have
potential for double-digit gains. Remember, these are
smaller companies than many of their top 20 rivals,
but they are still big quality companies by Aussie
standards and the potential upside for the eight
stocks I found with double-digit gain potential are all
household names.

So here they are:

1. Aristocrat Leisure (ALL) is loved by many pros and
if they’re right, there’s a 35.7% upside in 2019! With
the current price at $23.56, the greatest fan of the
stock is Deutsche Bank, which has a $37.85 target on
the stock. The next biggest supporter was UBS,
which has a target price of $34. Cashflow and digital
acquisitions are the company’s big plus and UBS

noted that “the PE multiple has de-rated to a 20%
premium to the ASX 200, which has only occurred on
17 days in the past five years. Hence, with the
outlook for the company not changed enough to
justify such a move down in valuation, the broker
retains a Buy rating,” wrote Eva Brocklehurst of FN
Arena.

2. Caltex Australia has an 18.5% uplift factored in by
the consensus of analysts. With the current price at
$26.68, both UBS and Citi think the company should
be more at the $33 plus level. And given Caltex is
also a supermarket play and Citi is a respected retail
analyst, the stock has more appeal. And even though
retail has not been shooting the lights out,
supermarkets have been. “Over the year to
November, seasonally adjusted growth of spending at
supermarkets and grocery stores rose by 4.5% – the
strongest growth rate in four years,” observed
CommSec’s Craig James earlier this month.

3. James Hardie (JHX) is earmarked for a huge
38.8% ride higher by the consensus of analysts. With
a price right now at a low $15.15, you have to ponder
who’s got it wrong — the market or the expert
analysts looking into their crystal balls? Macquarie is
the most bullish, with a target of $23.40 and if these
guys are right, that means there could be a 54%
upside! A curve ball plus for JHX could be the
likelihood that US interest rates won’t rise as quickly
as once thought and interestingly US building stocks
and economic data might be positively influencing
Macquarie’s more bullish call.

4. The inconsistent Lend Lease (LLC) is said to have
25.2% upside if it can get its act together and prove
the recent market sell off was over-the-top. The
current share price for the company is $12.27. In
August, it was a $21 stock. Credit Suisse is the
company’s biggest fan, with a target price of $16.20,
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which implies it sees a 32% upside, if its assessment
that the company’s troubled engineering business is
not as important as others think it is.

5. The always-in-favour Oil Search (OSH) is tipped to
trend up 14.7%. The current price at the time of
writing is $7.72 and at $9.50 Macquarie is leading the
cheer squad. The future of the company’s share
price clearly hinges on the outlook for the oil price,
OPEC and what US shale oil producers do. The
consensus is that the oil price goes up in the first half
and down in the second but it’s this
price-dependency and the unusual players in the oil
game that always makes me have little or no
exposure to the stuff. That said, a small exposure for
alpha returns in the short-run might be a play worth
considering.

6. Energy play Origin (ORG) has the makings of a
21.5% more valuable company, with its current price
at $7.20 and Ord Minnett predicting an $8.95 price is
in the offing on the belief that it will make more out of
gas retailing and higher depreciation. In the past, Citi
has argued a rising oil price would help the company
so what we’re seeing price-wise looks like a plus for
the company.

7. The very unreliable QBE is said to have 11.8%
upside and it would’ve been better if the Federal
Reserve had not bowed to President Trump pressure
to slow up the interest rate rises in the US. Higher
rates have always helped QBE’s bottom line and
share price, but if the slower rate rises avert a too
early US recession, then there might be method in
the President’s and the Fed’s madness! The equal
biggest QBE lover is Macquarie with a rating of
“overweight” and a target of $12.50 and its
assessment is matched by Ord Minnett, which agrees
on the target price. Both analysts think the company
has a share price potential which is 14% higher!

8. And the once-troubled Santos could be worth
15.7% more than it is today if the analysts are on the
money. With a current share price of $6.06, its
biggest fan is Morgan Stanley with a target price of
$8.30 which implies this company could shoot up by
36% if the analyst at MS is right. I like the CEO, Kevin
Gallagher, and the company has benefitted from his
arrival in February 2016. He inherited a company with
a share price of $3.30 and two years before it was a

$13 stock. It’s a different beast from its disappointing
days after the GFC but it’s still a more speculative
company where my exposure would be reasonably
small.

Last week, I identified the following as double-digit
gainers in the top 20 list on the ASX:

1. Amcor (AMC) 14% upside
2. ANZ 15.1%
3. Coles (COL) 12.9%
4. Macquarie (MQG) 13.2%
5. South 32 (S32) 15%
6. Suncorp (SUN) 20.6%
7. Westpac (WBC) 12.7%
8. Woodside (WPL) 12.8%

And while some of these have already had a good
week and some of the gains have been already
claimed, when you put these together with the eight
I’ve gleaned from the 21-50 top stocks, you could
end up with a reasonable portfolio. While it might be a
little too exposed to financials, there’s a pretty good
smattering of stocks from sector’s that the pros think
have upside.

Important: This content has been prepared without
taking account of the objectives, financial situation or
needs of any particular individual. It does not
constitute formal advice. Consider the
appropriateness of the information in regard to your
circumstances.
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Would you buy or sell Coles right now?
by Paul Rickard

 
Last November, 530,915 Australians became
shareholders in Coles (COL), making it one of the
most widely held stocks. While this number has now
reduced a tad with shareholders exiting small parcels,
it still has one of Australia’s most inverted registers
with more than 90% of shareholders owning less than
5,000 shares and the top 0.2% of shareholders
owning 60% of the shares on issue.

This is typical of newly demerged companies, but
Coles isn’t your typical demerger. Normally, they are
the unloved “problem division” that the parent
company doesn’t know what to do with, starves of
capital, and keeps under a pretty tight leash. This is
one of the theories offered to explain why demerged
companies have historically outperformed over the
medium term. Think S32 from BHP, Orora from
Amcor, Pendal from Westpac, BlueScope (eventually)
from BHP, Dulux from Orica and Treasury Wine
Estates from Fosters.

“Big isn’t always better” and a refreshed
management team removed from the bureaucracy
and constraints of “head office” is set free to thrive.

But Coles isn’t in this category. It has had access to
almost 60% of Wesfarmers capital and been part of a
conglomerate that operates with a culture of a thin
head office and very autonomous business divisions.

And not all demergers have been successful  –
PaperlinX from Amcor and OneSteel (later called
Arrium) from BHP readily come to mind – so it’s not
a lay down misere.

Certainly, Coles has started trading like a typical
demerger. It hit its high on the first day, and then
eased back due to the overhang of stock. If it is to
follow the classic demerger playbook, it will take
another 3 or 4 months for the sellers to dry up.

Coles Share Price – 21/11/18 to 18/1/

Source: nabtrade

So the question existing shareholders may be asking
is whether it is too late to sell, and other investors,
whether it is time to place Coles on the buy list? Let’s
look at what Coles has to offer.

What are the upsides?

The biggest upside for investors in Coles is that, as a
stock operating in the defensive consumer staples
sector, it is relatively cheap. According to FN Arena, it
is trading at a multiple of 18.3 times forecast FY19
earnings and 16.5 times forecast FY20 earnings. This
compares to Woolworths, which is priced at a multiple
of 21.9 times forecast FY19 earnings and 20.9 times
FY20 earnings.

While the two businesses aren’t exactly the same
(Woolworths includes the loss making BigW division
and Coles is directly involved in petrol retailing and
convenience stores), it’s a big difference. Most
analysts agree that Woolworths should trade at a
premium to Coles – the question is, “how much?”

Coles should pay an attractive dividend. Due to the
timing of the demerger, investors will only receive
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about 7 months’ worth of earnings in FY19 meaning
a total dividend of about 40c for the full year. This is
forecast to increase to around 63c for the full year in
FY20, placing Coles on prospective yield for FY20 of
5.1%.

In the sales war, Coles showed recently, through
initiatives such as the miniatures campaign and better
handling of the “plastic bag fiasco,” that it could beat
Woolworths. Market whispers suggest that this has
now reversed, with Woolworths expected to post
same stores sales growth of about 3% in the
December quarter compared to around 2% for Coles.

And what are the downsides?

Strategically, many would look at the supermarket
industry and say that there are enough headwinds –
competition from discount supermarket operators
such as Aldi, Costco and Kaufland; margin pressure
from customers and suppliers; the threat of the
Amazon juggernaut – to give this company the flick.
And that’s without even considering the impact a
refreshed Woolworths or IGA could make.

Some analysts suggest that price deflation of
groceries has come to an end and that margins are
starting to improve as the competition eases (or
competitors price more rationally). But that remains to
be seen, with recent history not particularly
encouraging. Coles EBIT (earnings before interest
and taxes) declined from $1,779m in FY16 to
$1,522m in FY17 to $1,414m in FY18. At best,
anaemic earnings growth is a more plausible
scenario.

Coles is investing in its logistics and distribution
capabilities, where it is arguably some way behind
Woolworths. It plans to build two new automated
warehouses over the next five years as part of a
supply-chain overhaul which analysts say could cost
more than $1 billion. The benefits will however take
some time to flow through.

What do the brokers say?

According to FNArena, the brokers see Coles as
attractive on valuation grounds, but otherwise are
relatively unenthusiastic. A defensive stock, good
market position, strong cash flow, but with very

limited earnings growth and increasing capital needs.

Of the 8 major brokers, 5 rate it a hold. There is 1 buy
recommendation and 2 sell recommendations. The
consensus target price is $13.02, a 5.7% premium to
Friday’s closing price of $12.32. Individual
recommendations are set out in the table.

Here’s the bottom line

My sense is that Coles will be a buy, but not yet. I
can’t quite see the compelling reason to own the
stock. Despite its premium, Woolworths is a safer
option in this sector and will be supported in the short
term by the prospects of a capital return (which could
include an off-market share buyback).

Would I sell if I was a holder? Probably not at this
level, given the discount to valuation and expectation
that some of the stock overhang from the demerger
will have cleared. Further, it is due to report shortly
with the December half year financial result and
quarterly sales performance expected on February
19. Buy around $11.00, sell around $13.00.

Important: This content has been prepared without
taking account of the objectives, financial situation or
needs of any particular individual. It does not
constitute formal advice. Consider the
appropriateness of the information in regard to your
circumstances.
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My tip on property affected stocks
by Julia Lee

 
While there’s abundant negativity on the Australian
housing market, activity levels look OK. Building
approvals are at 205,000 vs peak 250,000 vs the
long-term average 160,000 and importantly,
unemployment is exceptionally low.

Here are the variables:

1. Banking Royal Commission – slowdown in lending.

2. Labor policy on capital gains and negative gearing.

3. Wet weather impact on housing-related stocks.

The key question for share price performance in this
space is whether earnings revisions are likely to be
positive or negative over the next 12 to 18 months.

A cyclical sector – what indicators to watch

This sector is cyclical and is impacted by a number of
factors. Some key economic factors to be watching
include:

Employment: if employment remains strong,
that should see a relatively soft landing for
property and lessen the impact for
consumer-related stocks from the wealth
effect.
Money supply: Money supply growth is at a
26-year low. The money supply hit a high in
November 2017. The money supply is the
amount of money in the system. Money
supply and total lending have a positive
impact on property prices.
Building approvals is important as a forward
indicator for building activity and demand,
which in turn impacts on building material and
construction companies.

Which stocks are impacted?

1. Stockland Group (SGP) is most exposed to slowing
housing conditions, due to low level of presales. If
lending does not become easier to obtain, this is a
significant risk for the business.

Mirvac (MGR) expects a record level of settlements in
FY20. Australian apartment revenue forecasts are
covered by presales.  While the company has a high
weighting to the office market, sentiment towards the
company is unlikely to turn positive until residential
property conditions look to improve.

2. Lendlease (LLC) is a little bit different in that it is
more an offshore growth story and earnings from
overseas means that by next financial year,
Australian residential contribution will be ~13% of the
group’s earnings. A positive catalyst would be the
sale of the engineering division which has been
behind recent profit downgrades.

Here are the smaller companies:  Cedar Woods
Properties (CWP), Tamawood Ltd (TWD) and
Villaworld (VLW).

What about related stocks/industries?

The rise in household debt to income and negative
housing price moves means a difficult environment
generally for consumer-related stocks, as well as the
landlords. In particular, companies that are exposed
to housing through the sale of furniture and
whitegoods are impacted.  Over the last three
months, some of the worst retail performances have
been from stocks such as Super Retail Group (SUL),
Domino’s Pizza (DMP), Automotive Holdings Group
(AHG), Premier Investments Ltd (PMV), which may
all be suffering from a more cautious consumer.

06Monday 21 January 2019



And here’s an opportunity

WES: Bunnings = ~50% EBIT, watching sales LFL
numbers in February. The fall in real estate prices
should encourage owners to upgrade existing
properties rather than sell and upgrade.

Important: This content has been prepared without
taking account of the objectives, financial situation or
needs of any particular individual. It does not
constitute formal advice. Consider the
appropriateness of the information in regard to your
circumstances.
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Buy, Hold, Sell – What the Brokers Say
by Rudi Filapek-Vandyck

 
While macro-optimism has pushed up share prices
over the first three weeks of the new calendar year,
investors in Australia might be heartened by the
observation that stockbroking analysts locally are
equally supporting the upward move in share prices
by issuing more recommendation upgrades than
downgrades for individual ASX-listed stocks.

For the week ending Friday 18 January 2019,
FNArena registered 16 upgrades versus nine
downgrades. Alas, due to technical problems this
week’s Report contains no insights on valuations and
consensus earnings estimates but anecdotal
observations suggest both are trending south ahead
of the February reporting season. Most upgrades are
inspired by weak valuations with both Michael Hill and
News Corp receiving two upgrades during the week.
That’s two times up to Neutral/Hold for the former,
and two times up to Buy for the latter. All but two
downgrades have moved to Neutral/Hold; the two
“unlucky” ones, so to speak, to receive fresh Sell
ratings are Platinum Asset Management (covered in 
last Thursday’s Switzer Report) and Sydney Airport.

In the good books

ADELAIDE BRIGHTON LIMITED (ABC) was
upgraded to Equal-weight from Underweight by
Morgan Stanley, B/H/S: 1/4/1

Morgan Stanley observes Adelaide Brighton has
de-rated meaningfully and is now below its five-year
average. The broker believes, at this level and still
trading at a premium to peers, the stock is more
attractive from a relative valuation perspective. Given
the changes to management and timeline for any
updates to strategy, the broker does not envisage any
urgency in owning the stock. Rating is upgraded to
Equal-weight from Underweight. Target is steady at
$4.75. Industry view: Cautious.

BEACH ENERGY LIMITED (BPT) was upgraded to
Outperform from Neutral by Credit Suisse, B/H/S:
3/2/0

Credit Suisse believes Beach Energy is uniquely
situated as a domestic gas player, with the potential
to capture east coast gas trading and consolidation.
Potential acquisition candidates include Cooper
Energy (COE) and Bass Strait interests. Credit
Suisse is also comfortable with Seven Group (SVW)
increasing its stake in Beach Energy. The broker
upgrades to Outperform from Neutral, and expects
price support over the next 18 months from continued
cost reductions as well as modest production growth
in the Cooper Basin. Target is raised to $1.75 from
$1.25.

CORPORATE TRAVEL MANAGEMENT LIMITED
(CTD) was upgraded to Buy from Neutral by
UBS, B/H/S: 4/1/0

The stock has fallen -31% since its peak in
September and UBS remains convinced of the growth
opportunity. The broker asserts nothing is being
priced in for future acquisitions. Upside risk to
earnings is considered likely, given the company’s
acquisition history, and the broker upgrades to Buy
from Neutral. Target is reduced to $31.20 from
$32.20.

MICHAEL HILL INTERNATIONAL LIMITED (MHJ)
was upgraded to Hold from Reduce by
Morgans, B/H/S: 2/2/0

Morgans is now more confident, given the return to
positive sales growth over the crucial Christmas
period, although retains some concerns about the
outlook for gross margin going forward. Rating is
upgraded to Hold from Reduce and the target raised
to $0.62 from $0.60. The company did not provide its
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usual regional growth metrics but a strong
performance is still envisaged for Canada. Nine
Entertainment’s rating is upgraded to Buy from
Neutral, entirely because of valuation, with the drop in
the share price considered excessive. Target is
reduced to $1.60 from $1.85.

NEWS CORPORATION (NWS) was upgraded to
Buy from Neutral by UBS, B/H/S: 3/1/1

UBS has data which shows that price was the main
reason why consumers either left Foxtel or never
subscribed. However, with around 70% of households
taking at least one pay-TV/SPAD product, consumers
appear willing to pay for reasonably-priced content.
Kayo Sports has a lower price point and the broker
believes it can significantly grow Foxtel’s household
penetration. The risk of cannibalisation exists but may
be less than feared. Following the recent
underperformance of the share price, UBS
upgrades to Buy from Neutral and raises the target to
$20.75 from $20.50, to allow for the upside potential.

In the not-so-good books

AGL ENERGY LIMITED (AGL) was downgraded to
Hold from Accumulate by Ord Minnett, B/H/S:
2/3/3

The share price appears to have caught up with
higher wholesale forward prices and, while Ord
Minnett does not believe AGL will risk upgrading full
year guidance at the interim result, higher electricity
prices should be positive for earnings. The broker
suspects an upgrade to full year guidance would risk
even greater scrutiny from federal politicians. Energy
and electricity prices are expected to be the main
focus for both political parties leading up to the may
2019 election and the broker believes it will be difficult
for the share price to outperform throughout that
period. Rating is downgraded to Hold from
Accumulate and the target is reduced to $23.20 from
$23.40.

AUB GROUP LIMITED (AUB) was downgraded to
Neutral from Outperform by Credit Suisse, B/H/S:
1/1/0

As a result of the uncertainty generated by the Hayne
Royal Commission and the Australian Securities &

Investments Commission submission, Credit Suisse
lowers the target to $13.45 from $14.50. Rating is
downgraded to Neutral from Outperform. While the
issues are in relation to certain retail products, the
debate in recent months highlights one of the
broker’s biggest concerns: that a ban on conflicted
remuneration could be extended to general insurance
products.

STEADFAST GROUP LIMITED (SDF) was
downgraded to Neutral from Outperform by Credit
Suisse, B/H/S: 1/2/0

The ASIC submission to the Hayne Royal
Commission has indicated the regulator believes a
ban on conflicted remuneration should be extended to
general insurance products. While the response was
in relation to retail products, Credit Suisse believes
this will create uncertainty and it could take some
time before there is clarity on the issue. Rating is
downgraded to Neutral from Outperform and target
reduced to $3.00 from $3.15.

SYDNEY AIRPORT HOLDINGS LIMITED (SYD)
was downgraded to Sell from Buy by Citi, B/H/S:
3/3/2

Citi has a weaker organic growth outlook, resulting in
reductions of -7% and -12% for distributions in 2019
and 2020, respectively. The broker also believes
regulatory uncertainty is likely to drive
underperformance. The broker downgrades to Sell
from Buy, believing headwinds are gathering pace.
The broker prefers property and utility companies
which have more appealing distribution growth rates
and lower leverage. Target is reduced to $6.00 from
$7.74.

WHITEHAVEN COAL LIMITED (WHC) was
downgraded to Neutral from Outperform by
Macquarie, B/H/S: 7/1/0

December quarter operations were strong, with
record production at Maules Creek. The company has
guided to cost increases and this results in
large reductions to Macquarie’s estimates for
earnings per share. As a result the broker cuts the
target to $4.70 from $5.60 and downgrades to Neutral
from Outperform. The saving grace is that the
company could pay an above-average dividend but
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Macquarie suspects the surprise increase to costs will
outweigh this.

The above was compiled from reports on FN Arena.
The FNArena database tabulates the views of eight
major Australian and international stock brokers: Citi,
Credit Suisse, Deutsche Bank, Macquarie, Morgan
Stanley, Morgans, Ord Minnett and UBS.

Important: This content has been prepared without
taking account of the objectives, financial situation or
needs of any particular individual. It does not
constitute formal advice. Consider the
appropriateness of the information in regard to your
circumstances.
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Hot stock – Ramsay Health Care (RHC)
by Maureen Jordan

 
Like

CMC Markets’ Chief Market Strategist, Michael
McCarthy, likes Ramsay Health Care (RHC) and,
while admitting this may seem a strange call at the
beginning of a Commission of Inquiry into aged care,
he believes RHC’s international exposures and
generally higher standards will see it outperform its
peers.  “Currently trading near its lowest PE in six
years, RHC has recently moved up and out of its
recent trading range. More cautious investors may
wait for a break up through $60,” he says.

Source: ASX

Dislike

With statistics published by Sydney Airports last week
showing that domestic passenger numbers fell in
November and international passenger growth
slowed, Michael doesn’t like Qantas (QAN).
“Combined with exposure to rising oil prices and a
share price trading near recent highs around $6.20, in
my view it’s time to bail out,’ he says.

Source: ASX

Important: This content has been prepared without
taking account of the objectives, financial situation or
needs of any particular individual. It does not
constitute formal advice. Consider the
appropriateness of the information in regard to your
circumstances.
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