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Is a shift in emphasis from shares to bonds tempting? 

With US/China trade tensions escalating, global trade has plunged to an extent not seen since the
financial crisis of 2008. If the US was to crash (possibly triggered by this economic war), other markets
would be pulled down. Percy Allan says that a shift in emphasis from shares to bonds in what could be
a problematic year is tempting. In his article today, he puts forward a number of bonds and income
funds listed on the ASX that could be worth considering.
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What income funds might defy a stock market
slump?
by Percy Allan

 
With US/China trade tensions escalating, global trade
has plunged to an extent not seen since the financial
crisis of 2008. See chart below.

Also central banks have collectively stopped buying
bonds, which fuelled the boom in asset prices since
2009. See next chart.

And the New York Federal Reserve Bank’s
calculation of US recession risk over the next 12
months is the highest it has been for more than a
decade. .

Assuming the overstretched S&P 500 share index
reverts to its average historical price to earnings ratio,
then future returns for American share investors is
low or negative, as the chart below suggests.

Of course, Australia is not America. Indeed our
market looks fair value by comparison.

But if the USA was to crash (possibly triggered by its
economic war with China), other markets would not
escape the shock.
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So a shift in emphasis from shares to bonds in what
could be a problematic year is tempting.

Here are some bonds and income funds listed on the
Australian Securities Exchange (ASX).

Before buying any, please consult your financial
adviser because this list is not an in-depth analysis or
recommendation, but simply possibilities for
consideration.

Low risk Bond Funds

These have low yields but being investment grade
they should have low downside risk. Yet all fixed
interest bonds, by definition, are overvalued because
their interest yields remain at historic lows.
Nevertheless in a stock market crash, they should
rally in price because they offer a safe haven.

The largest listed two corporate and two government
fixed interest bond funds are:

Vanguard Australian Fixed Interest Index
Fund – (ASX Code: VAF)
iShares UBS Composite Bond Fund – (IAF)
Vanguard Australian Government Bond Index
Fund – (VGB)
Russell Australian Government Bond Fund –
(RGB)

The charts below show their price movements during
the stock markets slumps of 2015/16 and 2018/19.
Notice in each case how the prices of these bond
funds largely defied the fall in the All Ords share price
index.

Corp and Govt Bond Fund Prices versus All Ords
Index during 2015/16 stock market slump

Corp and Govt Bond Fund Prices versus All Ords
Index during 2018/19 stock market slump

Here’s a table of their key features.

Source: Individual fund managers’ websites,
BondAdviser Research Reports and ETFWatch 2018
ETF Review.

High-yield Income Funds
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These pose a higher risk than government or
corporate bonds, though it is different to stock market
risk. Their main attraction is their higher yield.

Most have a short existence as listed funds, though
some invest in unlisted funds with a longer lifespan.
They include:

Qualitas Real Estate Income Fund – (ASX
Code: QRI)
MCP Master Income Trust – (MXT)
Gryphon Capital Income Trust – (GCI)
Neuberger Berman Global Corporate Income
Trust – (NBI)

The next chart shows how the unit prices of these
income funds performed during the 2018/19 stock
market correction. As can be seen, two of them (MXT
and GCI) sailed through this turbulent time easily, one
(QRI) rallied after its launch during the All Ords trough
and one (NBI) swooned in sympathy with the share
sell off, though had less downside and bounced back
quickly. 

High Yield Income Fund Prices versus All Ords
Share Index, 2018/19

BondAdviser.com.au rates NBI as a high security risk
and the other three (QRI, MXT and GCI) as upper
medium risk. Yet on a risk/return basis and taking
account of each manager’s experience and skill, it
recommends all four funds to its clients. One reason
is that the reduction in bank lending in response to
the Hayne Royal Commission and APRA’s tougher
macro-prudential controls has provided an
opportunity for non-bank lenders to charge the local
clients a premium for credit.

QRI lends directly to property developers, primarily in
residential real estate. BondAdviser’s  report can be
downloaded at 
https://app.bondadviser.com.au/uploads/document/fil
e/1640/Bond-Adviser-QRI-Research-Report.pdf

MXT accesses the Australian corporate debt market
which historically has been restricted to major global
banks and institutional investors. BondAdviser’s
report is available at 
https://app.bondadviser.com.au/uploads/document/fil
e/1708/MXT_Feb_Update_Report_Final__Long_.pdf

GCI invests in residential mortgage-backed securities
(RMBS) which are not generally available to retail
investors. BondAdviser’s report can be read
at 
https://app.bondadviser.com.au/uploads/document/fil
e/1644/Bond_Adviser_Research_Report.pdf

NBI is a listed income trust (LIT) which provides
exposure to the global high-yield bond market which
offers more diversity than possible within Australia.
The fund is not leveraged and all foreign currency risk
is hedged into AUD. BondAdviser’s report can be
found at 
https://www.nb.com/documents/public/en-au/nb_gcit_
bondadviser.pdf

The key features of each high yield fund are
summarised in the table below.

Private Debt Market Income Funds listed on the
ASX
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Source: Individual fund managers’ websites,
BondAdviser Research Reports and ETFWatch 2018
ETF Review.

What’s clear is that the choice with bond and income
funds largely comes down to return versus risk,
though fixed income securities exhibit different risk
profiles and price fluctuations to share markets. That
can be useful to ensure a portfolio’s asset prices
don’t all jig to the same beat.  Different patterns of
price movements can aid a portfolio’s overall
stability.

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.

05Thursday 13 June 2019



Nufarm withers after damaging herbicide
verdicts and drought but is it a buy?
by Tony Featherstone

 
My first rule with takeover targets is that the stock
must be a worthy investment in its own right.
Speculating on a takeover, let alone getting the timing
right, is a mug’s game.

The goal: to buy quality companies trading below
their intrinsic value and offering a high margin of
safety. If the market cannot see the value, global or
local competitors will, knowing  that the takeover
target would be more valuable under different
ownership.

Which brings me to Nufarm. The crop-protection and
seeds company has had a horror year. The one-year
total return (including dividends) is down 57%, in a
rising share market.

The three-year annualised return is minus 18% and
over 10 years it is minus 7%. That’s terrible for a
company that has a valuable market position and
exports to 100 countries.

Nufarm cannot take a trick. The share price was
hammered this month after the company updated the
market on the implication of three jury verdicts in
United States courts against chemicals giant
Monsanto, which produces controversial
glyphosate-based products.

Glyphosate-based herbicides have been used in
farming for more than 40 years and are the world’s
most widely used crop-protection products. Nufarm
does not manufacture glyphosate; it and hundreds of
other companies buy the active ingredient from
Monsanto.

Monsanto’s parent company, Bayer, disclosed last
year that there were more than 13,000 pending
claims against it in relation to glyphosate. Critics
believe Monsanto’s Roundup causes cancer, but

numerous independent regulatory agencies, including
in Australia, have reviewed glyphosate-based
herbicides and found them to be safe.

In its June 3 announcement, Nufarm said it was
satisfied that glyphosate-based herbicides are safe
when used in accordance with the label. But it added
that corporate risks relating to glyphosate have
increased and that Nufarm, as a supplier of such
herbicides, is exposed to potential litigation risks after
the US court cases.

Nufarm has different exposure to Monsanto. It is a
supplier rather than a manufacturer of glyphosate and
not the subject of intense, long-running campaigns
from activists who want to bring Monsanto down.
Also, all three US judgements are subject to appeal.

Glyphosate-based products account for 12% of
Nufarm’s profit. The risk is that growing legal and
public pressure on the use of glyphosate herbicides
affects future sales for Nufarm, even if Monsanto wins
its appeals.

Nufarm says the science has consistently shown
there is no link between glyphosate and cancer and
that the data will ultimately prevail. But this risk is
significant for investors and hard to quantify; it’s
impossible to know how Nufarm would be affected if
more cases against Monsanto proceed.

If that was not enough, the Australian drought has
affected demand for crop-protection products and
seeds. Nufarm said at the Macquarie Investment
Conference that it is considering a partial plant
shutdown rather than slowing manufacturing this
year.

Wet conditions and a late start to the planting season
in North America and supply disruptions in Europe,
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have also hurt Nufarm. As an agriculture-related
stock, unpredictable weather events affecting Nufarm
earning is not new, but the company has less room
for error now.

Nufarm’s balance sheet is stretched: net gearing was
69% at the end of FY18, Morningstar data shows. Net
interest cover was 2.3 times. Nufarm is deleveraging
its balance sheet and said its April 2019 leverage
levels were not a risk to the availability of its banking
facilities.

Still, the market fears Nufarm will have to downgrade
earnings against and possibly raise equity capital if its
problems worsen – an event that could be highly
dilutive if Nufarm raises funds when the share price is
on its knees.

To top it off, Nufarm is among the market’s most
shorted stocks. About 13% of its stock was held in
short positions, according to the latest Australian
Securities and Investments Commission (ASIC) data.
The shorts who bet on a falling Nufarm price have
done well. They believe further pain is ahead for the
company.

That’s the bad news. The good news for prospective
investors is that Nufarm’s share price has fallen from
a 52-week high of almost $9 to $3.76, a five-year low.

About $400 million has been wiped off Nufarm’s
market value since the first court case award against
Monsanto in August 2018, notes Macquarie Group.
The market has factored in plenty of bad news about
glyphosate-based herbicide demand, judging by the
share price.

At $3.76, Nufarm is on a forecast Price Earnings (PE)
of about 11 times forecast FY19 earnings. This is a
10-year low compared to its listed global competitors,
notes Macquarie. Nufarm has fallen 47% since
August 2018, versus an average 15% for its peers.

In absolute terms, Nufarm traded on an average PE
multiple of 18.4 times in FY17 and around 15 times
for the three prior financial years. So there’s been a
massive de-rating in the market’s assessment of
Nufarm’s growth prospect given its various
challenges, and rightly so.

Short term, Nufarm said in April it has maintained its
guidance (downgraded earlier this year) and that the
fourth quarter is traditionally its biggest. Management
expects earnings in Australia and Europe to recover
and provide a meaningful lift to cash flows in FY20.

There’s latent upside to the business when weather
conditions normalise and Nufarm has control of its
European supply chain. The company should come
out of the drought stronger and more efficient after its
improvement initiatives.

Longer term, Nufarm is exposed to the best
megatrend of them all: the boom in middle-class
consumption in emerging markets. As incomes grow
in China and later India, and diets change, higher
crop productivity will be vital. Nufarm has
well-established distribution platforms in major global
agricultural markets, including Asia.

For all its recent problems, Nufarm still has an
estimated one-third share of the Australian crop
market and is a number one or two player in many
crop-protection categories. It also has a valuable
seeds technology business that could probably be
sold on a higher PE multiple than that applied to
Nufarm, judging by recent acquisitions of global seed
companies.

An average share-price target of $7.78, based on the
consensus of 13 broking firms, suggests Nufarm is
materially undervalued at the current $3.76.
Macquarie values the stock at $6.38; Morningstar’s
fair value is $7. Broker price targets range from $6 to
$11.

In the background is major shareholder Sumitomo
Chemical Company with a 19.2% stake. Sumitomo
Mitsui Trust Holdings emerged as a 6.8% shareholder
in Nufarm in March, no doubt attracted by the low
share price.

Nufarm is strategically important to Sumitomo
because it sells a lot of its products and provides a
strong distribution platform for the giant Japanese
trading house. Sumitomo would be unlikely to let go
of Nufarm without a fight if another suitor emerged.

Nufarm, to its credit, has conditioned the market to
expect another tough 12 months and is working hard
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to get through its nightmare.

I can’t see Nufarm’s share price rising in a hurry,
absent a takeover. Further falls are likely in the
near-term as the market frets over Monsanto’s
issues and the drought. Prospective investors might
wait for a base to form in Nufarm’s price before
buying.

There is value in the stock for experienced investors
comfortable with higher-risk turnaround plays and
who understand the vagaries of agricultural-related
companies that face uncertainty in soft-commodity
prices and the weather, and are mostly price takers.

Still, as Warren Buffett says, “be greedy when others
are fearful”. It’s hard to imagine a point this decade
when there was as much fear about Nufarm’s
prospects. When it traded above $9 in May 2017,
analysts talked it up as a play on the “dining boom”
in China.

Now, Nufarm stock is badly out of favour. Contrarian
ideas are never easy when bad news abounds about
a company. The over-reaction is what creates
opportunity for those who can see through short-term
problems and focus on value. 

Chart 1: Nufarm (NUF)

Source: ASX 

Tony Featherstone is a former managing editor of 
BRW, Shares and Personal Investor magazines. The
information in this article should not be considered
personal advice. It has been prepared without
considering your objectives, financial situation or
needs. Before acting on information in this article
consider its appropriateness and accuracy, regarding
your objectives, financial situation and needs. Do
further research of your own and/or seek personal
financial advice from a licensed adviser before

making any financial or investment decisions based
on this article. All prices and analysis at 11 June
2019.
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5 franked dividend candidates for your yield
portfolio
by James Dunn

 
With the rate cut last week, the income dilemma for
yield-reliant investors only

got worse. Investors barely receive 2% for cash
deposits these days, and with little prospect of an end
to the low-interest-rate environment in sight – in fact,
further cuts from the Reserve Bank of Australia
(RBA), the simple fact is that investors continue to
look to the share market for yield.

As we have mentioned many times in the Switzer
Report, there are inherent problems with this strategy:
primarily, that the dividend payments that generate
the yield from a stock cannot be considered certain.
At any reporting period, the dividend can fall (or even,
in drastic circumstances, be cut altogether.) Bank
investors are dealing with this problem

The other main risk is that while you are holding the
shares for yield, the share price can fall – just ask
Telstra’s legion of retail shareholders.

But with the average dividend yield on the Australian
Securities Exchange (ASX) running at about 4.2%,
according to Stock Doctor – which full franking
augments to 6% – investors who understand the risks
can reasonably expect to push their portfolio yield
higher, using shares.

Here are 5 more candidates to be considered for an
ASX yield portfolio.

Fortescue Metals Group (FMG, $8.61)
Market capitalisation: $26.4 billion
12-month total return: 115.5%
FY20 forecast yield: 9.4%, fully franked
Analysts’ consensus target price: $7.81
(Thomson Reuters), $7.49 (FN Arena)

The rivers of cash flowing out of Fortescue Metals

Group’s operations were starkly revealed in May
when the iron ore heavyweight declared a 60-cent
special dividend, following 30 cents per share of
dividends declared in February, of which 11 cents per
share was described as a special dividend.

Fortescue’s policy is to pay out 50-80% of net profit:
if there is no further top-up when the FY19 results are
reported in August, the dividend declared so far
would represent a 73% payout – and a fully franked
yield of 10.4%.

Iron ore prices were not expected to be above
US$100 a tonne by this stage – up more than 40%
from the start of the year – but the supply problems
that have hit big Brazilian miner Vale in the wake of
tailings dam collapses, combined with record Chinese
steel production, have pushed it to bonanza levels.
And strong prices will stay around longer than
expected: Vale has indicated that it will produce at
about three-quarters of its capacity this year, and
analysts suspect that the big Brazilian getting back to
full production (about 400 million tonnes a year) will
take longer than the market expects. Iron ore may
well return back to high double-digits in price, but it is
likely to remain higher than the Australian miners
expected, for longer.

And with Fortescue’s continued efforts on costs
delivering a C1 (cash) cost of US$13.11 a tonne in
the first half, the iron ore price strength is generating
huge amounts of cash for the miner. It is realising a
sale price of more than US$80 a tonne.

On Thomson Reuters’ collation of forecasts, analysts
expect at least 81cents a share in dividends from
FMG in FY20; FN Arena’s collation has it as high as
106.9 cents (using current exchange rates: FMG
reports in US$). Those estimates place FMG on an
expected FY20 yield of at least 9.4% – and possibly
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as high as 12.4%. And with full franking, that means
you are talking about a grossed-up yield possibly
getting above 17%.

It is a bonanza, and eventually iron ore prices will
come down, but Fortescue looks capable of pumping
out a stand-out yield in FY20. However, given that the
share price has almost doubled in the last 12 months,
scope for further price gain is limited. And when the
iron ore price falls, so will Fortescue.

Alumina (AWC, $2.43)
Market capitalisation: $7.0 billion
12-month total return: –0.4%
FY20 forecast yield: 8.5%, fully franked
Analysts’ consensus target price: $2.54
(Thomson Reuters), $2.55 (FN Arena)

Alumina, which owns 40% of the Alcoa World
Alumina & Chemicals (AWAC), the world’s largest
alumina business, in joint venture with US partner
Alcoa, is in a similar position to Fortescue, in that it is
making hay while the sun shines – its major rival,
Alunorte in Brazil, the world’s largest alumina
refinery (owned by Norwegian company Norsk
Hydro), which is responsible for 6% of global supply,
has been running at half-capacity for more than a
year, curtailed by Brazilian authorities amid
environmental concerns.

Alunorte being hamstrung – and problems at other
producers such as Rusal in Russia – has been a
major factor in the record alumina prices that
powered a 167% surge in revenue for AWC in 2018,
driving an 87% rise in net profit and a 68% lift in
dividends.

Alunorte has been cleared to resume production, and
Alumina Limited has told its shareholders that the
high commodity prices and profits enjoyed last year
are unlikely to be repeated in 2019 and 2020. The
company also said that having spent the past five
years trimming marginal assets from AWAC, it was
time for the joint venture to resume investing in
growth, which will likely affect its shareholder returns
for several years. AWA will spend money on assets
such as the Pinjarra and Wagerup alumina refineries
in Western Australia, and divert money from the flow
of cash to shareholders’ pockets.

AWC will not realise the same selling prices in 2019
and 2020 as it did in 2019 – that is obvious. But even
at lower revenue, profits and dividends, AWC is still
looking an attractive yield proposition. Thomson
Reuters’ analyst forecast collation expects 20.7
Australian cents in dividends in 2020; FN Arena
expects about 24 cents. That indicates that
shareholders can reasonably expect a fully franked
yield of about 8.5%–9.9% in 2020 – or about
12.2%–14.1% grossed-up. With a small amount of
price gain forecast, plenty of yield-oriented investors
would find that a decent proposition.

Adairs (ADH, $1.935)
Market capitalisation: $321 million
12-month total return: –5.9%
FY20 forecast yield: 8.3%, fully franked
Analysts’ consensus target price: $2.39
(Thomson Reuters), $2.43 (FN Arena)

Home furnishings retailer Adairs is exposed to the
housing market downturn, but is defying the headline
trend admirably, leveraging its 170-store network,
increasing online sales and expanded category range
to post good figures. Quite simply, the company’s
customers are still furnishing their homes. The first
half delivered a 10.6% increase in sales, to $164.4
million, and a 9.1% rise in net profit, to $14.9 million.
In the first half result, Adairs lifted its dividend payout
ratio from 55%–70% of net profit, to a 60%–85%
range, and stated that the second half had begun
strongly,

But the company did slightly downgrade its full-year
earnings guidance, from a range between $47.5
million–$51.5 million, to between $46 million–$50
million, as it braces for the impact of a weakening
dollar and “a potentially more challenging consumer
environment.”

Adairs’ strategy is based on being the store to which
customers go to furnish their living, entertaining and
functional spaces. Through focusing on furnishing
more of its customers’ homes it wants to grow its
share of their purchases, rather than identifying and
converting new customers.

Analysts expect dividend growth to pick-up in FY20:
Thomson Reuters’ consensus is looking for 16 cents,
while FN Arena expects 16.3 cents. That places ADH,
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at $1.935, on 8.3%, with full franking grossing that
yield up to 11.8%. Trading at a price/earnings (P/E)
ratio of just 9.2 times earnings, and with analysts
seeing plenty of room for the share price to move
higher, Adairs ticks a lot of boxes for investors at the
moment.

G8 Education (GEM, $3.10)
Market capitalisation: $1.4 billion
12-month total return: 32.2%
FY20 forecast yield: 5.5%, fully franked
Analysts’ consensus target price: $3.45
(Thomson Reuters), $3.42 (FN Arena)

Childcare operator G8 Education has built a strong
position in the industry with its 502 centres located
around the country (as well as 17 in Singapore), a
position that means it benefits as childcare centre
supply concerns start to ease. The extra childcare
spending promised by Labor in the recent election
campaign was seen by the stock market as a risk for
G8, as it may have attracted into the sector
lower-quality operators: the industry had only just
seen a supply increase, the result of an overbuild by
some participants in 2017, get back toward normal –
G8 sees more favourable conditions in the market
this year.

G8 is now poised to maximise the benefit of its
market position, with the company expecting its 2019
occupancy to come in at the upper end of its
previously stated guidance range of an increase
between 1%–2%, but with occupancy and profit
growth skewed to the second half of the year. With
G8 having a December financial year, the implication
was that the first-half (June) result may not be all that
impressive.

However, analysts expect healthy growth in earnings
and dividends for GEM in FY20, with Thomson
Reuters’ consensus expectation of a 17-cent
dividend in FY20 (up from an expected 14 cents in
2019), and FN Arena only slightly lower, at 16.8
cents. If borne out that would have GEM, at $3.10, on
a FY20 fully franked yield of 5.5%, grossing-up to
7.8% – with the added allure of expected reasonable
share-price growth.

Accent Group (AX1, $1.375)
Market capitalisation: $739 million

12-month total return: –6.3%
FY20 forecast yield: 6.2%, fully franked
Analysts’ consensus target price: $1.61
(Thomson Reuters), $1.56 (FN Arena)

Footwear retailing group Accent is the company
behind brands such as The Athlete’s Foot, HYPE
DC, Merrell, Platypus, Skechers, Dr. Martens, Vans
and CAT. The Brett Blundy-backed company posted
a buoyant first-half, with a 27.3% increase in net profit
to $32.2 million, on the back of an 11% rise in sales.
Operating cash flow surged by 59%. This enabled the
company to lift its interim dividend by 50%, from 3
cents to 4.5 cents. This represents a payout ratio of
79.1%, and the company says it expects to pay out a
range of 75%–80% of net profit.

In terms of guidance, Accent Group says it expects at
least 10% growth in EBITDA (earnings before
interest, tax, depreciation and amortisation), which
gives room for a dividend boost at the full-year in
June.

For FY20, on Thomson Reuters’ collation, analysts
expect 8.6 cents a share in fully franked dividends;
FN Arena posits 8.4 cents. That prices AX1 shares on
an expected FY20 yield of 6.1%–6.3%, which
grossed-up to 8.7%–8.9% – again, with consensus
share price targets implying attractive upside, too.

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

 
In the good books

1. ALS (ALQ) was upgraded to Hold from Sell by
Deutsche Bank

The FY19 result signalled growth was slowing in the
minerals drilling business, which Deutsche Bank
believes is indicative of an industry in the late stages
of recovery. Meanwhile, the life sciences business is
considered attractive because of the recurring nature
of services and structural growth. Deutsche Bank
upgrades to Hold from Sell as the stock is now
trading closer to the target of $6.57.

In the not-so-good books

1. STAR ENTERTAINMENT GROUP (SGR) was
downgraded to Hold from Add by Morgans

FY19 guidance for operating earnings (EBITDA) is
weaker than Morgans expected. The company has
highlighted the fact that domestic revenue growth has
softened in the second half. Given the uncertain
outlook, Morgans downgrades to Hold from Add.
Risks include the global economic environment
affecting VIP activity, as well as a reduction in
consumer spending and competition and regulatory
changes. Target is lowered to $4.04 from $5.67.

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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Questions of the Week
by Paul Rickard

 
Question 1: I read an article (see 
http://www.abc.net.au/news/2019-06-08/uber-netflix-r
un-at-a-loss-and-they-dont-care-/11185434?pfmredir
=sm&section=business) that I found extremely
alarming. It turns everything that I understood about
valuing companies on its head. It’s OK for
companies like Netflix, Uber, Amazon to make no
profit or little profits (Amazon) as long as venture
capitalists continue to pour money in so they can take
market share. How can we protect against an
unavoidable day of reckoning? Presumably all the
funds and investment banks will also be exposed.
Where is the safe haven?

Answer: An interesting story. I guess the same
argument could have been made about Facebook or
Alphabet (Google) in their early days. You’re right to
be concerned, although I’m not sure you need to be
alarmed. I don’t buy the “day of reckoning” scenario.
If you do however, then the best strategy is to stick to
cash.

Question 2:  I have received a buy recommendation
from a broker on Steadfast (SDF) and I am interested
in your thoughts as to whether it is a long-term buy ?

Answer: Certainly a stock that has done pretty well,
and delivered on guidance. Trading near 52 week
highs. According to FN Arena, consensus broker
price target of $3.27 (range $2.90 to $3.90), about
2.5% lower than the last market price of $3.35. 1 buy,
2 neutral recommendations. SDF is trading on a
multiple of 25.4x FY19 earnings and 23.1x FY20
earnings. Looks pretty fully priced for an insurance
broker. Not for me.

Question 3. I’m interested in your perspective on
investment bonds, such as those marketed by
Generation Life (https://genlife.com.au/). Ten years
seems a long investment horizon but sounds like the

tax benefits are decent.

Answer: Here is a link I did to a story on investment
bonds 
https://switzersuperreport.com.au/centurias-investme
nt-bonds-hit-the-mark/. In the right circumstances,
investment bonds can be an attractive investment
option. Other issuers are Centuria, AMP, IOOF and
CommInsure. The 10-year period is codified in the tax
laws.

Question 4: Is the current interest rate weakness an
anomaly in terms of the interest rate cycle?

Answer: Possibly, but Australia is following the rest
of the world. We are now back in a down cycle for
interest rates. As the saying goes, “don’t fight the
Fed”.

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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