
Monday 09 September 2019

Stock outcomes hinge on this current P.O.T.U.S. 

My article today is in response to an email I received from a long-time subscriber. It got me thinking
about the positive or negative impact on our wealth building since Trump became this very unusual
P.O.T.U.S. (I never knew that acronym until I started watching Veep!). I want to road test whether
driving in the fast lane with Donald has been (and will be) a profitable experience.

As private investors, most of us who consider investing in commercial property do so indirectly through
a managed fund where the monies of the many are pooled. In his article today, Paul (Rickard) does a
Product Road Test on a Centuria open-ended unlisted property fund that invests in multiple
properties/funds and provides a limited liquidity facility.

    Sincerely,

 
  Peter Switzer
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Stock outcomes hinge on this current
P.O.T.U.S.
by Peter Switzer

 
A subscriber emailed me recently pondering the value
of being led astray by a Trump tweet. He even
suggested that the US President is guilty of breaking
stock exchange laws. It got me thinking about the
positive or negative impact on our wealth building
since November 2016, when Donald J. Trump
became this very unusual President of the United
States of America.

This is what the email put forward: “Have you ever
considered that the one thing well established is that
Trump lies a lot. It has pretty well been established
that the phone call supposedly from the Chinese
seeking a solution, which he talked about at the end
of the G7 meeting, never happened. Undoubtedly, he
is in breach of market manipulation laws and opens
himself up to class actions from investors who suffer
losses as a result of relying on his tweets. I do not
know if it is a good idea for the media to give
credibility to statements emanating from him or his
cronies. What do you think?”

It’s a thoughtful question. Answering it has to bring a
wide-ranging analysis, which might also help us
decide if we should invest/gamble on what the
President and his team say or tweet.

Right now, the President and his economic advisor,
Larry Kudlow, are trying to portray the October trade
meeting in Washington as negotiations at a “higher
level” and Chinese communiques on the same
subject have been more conciliatory than others we
have seen since May, when the public messaging
was reduced to trade trash talk.

The market always reacts negatively to bad trade
deal news and vice versa, making it believable that a
trade truce would send stocks surging higher.

As I’ve said before, Professor Jeremy Siegel of the

Wharton School at the Uni of Pennsylvania thinks a
20% spike isn’t out of the question. If he’s right, it
has to be keeping a lot of us fully invested on the
basis you wouldn’t want to miss out on any trade
truce leg up for Wall Street, which would carry over to
our All Ords.

Of course, the flipside is that if the tariff escalation
tit-for-tat show continues between the US and China,
then we could see a 20% collapse of stocks. I think
the slide could even be bigger because the global
economy is struggling with recession threats and a
Wall Street crash would be the straw that breaks the
camel’s back.

Trump and Kudlow know this and could be angling for
a short-term solution that will appease market fears.
On Friday, Kudlow, who over the past week has been
saying stuff to make us think that a deal is a chance if
the October talks go well, told us that this
horse-trading could go on for years because there are
so many Chinese wrongs on trade that need to be
righted.

I don’t have a psychology degree, so working out
Donald’s agenda and negotiating style is guesswork.
But I remain convinced that he’d prefer a deal
leading to a stock market spike across the usual
strong time for shares (November to April) before
rolling into the second-half for 2020 and the
November election.

Since Donald assumed power, there has been a 28%
increase in the US S&P 500 and the Australian
market has also followed suit (see chart below). And
even the trade war over the past 18 months hasn’t
stopped stocks rising.
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And this chart of our GDP growth shows the local
economy hasn’t been a big help for the stock market.

And the usual mainstays — the banks — have not been
the usual power drivers of the S&P/ASX 200 Index.
The Royal Commission and APRA’s impositions
have taken the wind out of the banks’ share price
sails so the lead from Wall Street has consistently
been a key influencer. Over the Trump era, CBA has
gone from $76 to $79.

Source: au.finance.yahoo.com

Over the same time, another big market driver, BHP,
has gone from $25 to $33, before the dam collapse at
Vale’s mine pushed the share price to $41. The
Trump era didn’t impede iron ore’s price, helping to
add 44% to the big miner’s share price.

Trump tweets are market impactful, with a paper from
The University of Nottingham showing “that a tweet
by Trump leads to statistically significant abnormal
returns that last for 2 to 3 trading days…[and] Trump’s
tweets lead to an abnormal trade volume of 43.54%
on the day of the tweet and an increase in Google
search activity on the week of the tweet.”
(
https://www.nottingham.ac.uk/economics/documents/
research-first/krishan-rayarel.pdf)

But while the Trump effect has been very positive
since November 2016, Forbes’ John S. Tobey says
that “since its tax-bill peak nineteen months ago, the
Dow Jones Industrial Average has barely moved – up
only 180 points (0.7%) from 26,617 to 26,797.”

But wait, there’s another take on the Trump effect.

“However, in terms of daily point moves (up or
down), the DJIA has gone around the world three
times: Traveling fully 75,000 points, with much of that
driven by President Trump’s tweets,” Tobey
calculates.

Also, global growth hasn’t benefitted from Trump’s
trade war, as the chart below shows.

Clearly, the Trump tax cuts and other reforms were
good for US stocks but since the trade war, the ups
and downs of Wall Street have nearly cancelled each
other out, with recent gains linked to the recent
positive news on the trade talks.
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Meanwhile, the global economy has turned down and
the trade war has been no help and has undoubtedly
been a contributor.

This global economic downturn and a slowing US
economy can’t be ignored by the Trump economics
team. It adds to the case that the President is being
influenced by the stock market’s cry for a trade deal.
It’s why I remain fully invested in stocks but I know
it’s a risk.

Last week we saw positive trade talk news lead to a
fall in the gold price and a spike in growth stocks, iron
ore prices and so on. This is a sneak preview of what
would happen if a trade deal happens. I hope to hell
I’ve read this very unusual US leader right!

And there’s one final big plus for stocks if a trade
deal can be had. Rob Kapito, who oversees the $10
trillion Blackrock fund management business, says
the lack of investable assets (with decent returns)
means quality stocks will be targeted by those
investors sitting on, wait for it, $US50 trillion worth of
cash. “We’re in a world that is flushed with cash and
is underinvested. And therefore my global outlook
would be for stock markets across the globe to
continue to grind higher, and for rates to stay low for
longer.” (AFR)

Gotta hope this guy got his job because of his brains
and not for who he knew!

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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Commercial property via a fund paying monthly
income
by Paul Rickard

 
Very few of us have access to the millions of dollars
needed to directly acquire commercial property. So
as private investors, we usually approach this by
investing indirectly through a managed fund where
the monies of the many are pooled.

The two most common structures are listed property
trusts (also called A-REITs or Australian Real Estate
Investment Trusts) and unlisted property funds. Listed
property trusts are typically multi-asset, more
diversified, can be multi-sector (e.g. office or retail or
industrial), larger and relatively liquid. The liquidity
comes from being listed on the ASX with a diversified
investor base.

Record low interest rates have fuelled the demand for
A-REITS, resulting in the sector recording a return of
23.9% for the eight months to the end of August. This
has also resulted in A-REIT yields compressing to
3.5% to 5.5% pa.

Unlisted property funds tend to be single asset,
smaller and close-ended. They usually have a fixed
term of between 5 and 7 years, after which the
Manager tries to sell the asset and wind-up the fund.
They are illiquid during the term.  Investors are
compensated in part for the lack of liquidity and
concentrated exposure through the payment of higher
distributions (5% – 7% p.a.).

A third option is an open-ended unlisted fund that
invests in multiple properties/funds and provides a
limited liquidity facility. The Centuria Diversified
Property Fund is an example of this type. Here is our 
Product Road Test. 

Centuria Diversified Property Fund

The Centuria Diversified Property Fund (Fund) aims
to provide investors with tax effective monthly income

and the potential for long term capital growth by
investing in a diversified portfolio of property assets
located within Australia.

Established in 2016, this open-ended unlisted
property fund has grown to around $120m in size and
has recently acquired two direct property assets.

The Fund pays a monthly distribution, based on the
current distribution rate of 7.6c per unit (annualised).
This puts the Fund on a yield of approximately 5.25%
p.a.

The Fund also provides investors with a limited
monthly liquidity facility.

Investment portfolio

The Fund has a target portfolio allocation of 80%
direct property, 15% A-REITs and 5% cash. The latter
(cash and listed property securities) are to assist with
liquidity and returns.

Within direct property, the aim is to invest across a
range of properties providing diversification by
property, sector, geographic location and tenancy
mix. 50% of the Fund is invested directly in two
properties, and 27% indirectly through 11 Centuria
managed unlisted property funds (see table below).
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The largest investment of $35m is 10 Moore Street
Canberra, a 6-level office building located in
Canberra’s Civic precinct. Built in 1985 and
re-furbished in 2019, the building is 100% occupied
and has a WALE of 4.18 years.

10 Moore Street, Canberra ACT

The Fund has also recently acquired for $19.7m an
A-grade commercial building within Brisbane’s
Technology Park Northshore precinct at Hamilton
(381 Macarthur Avenue). This precinct is located 6km
from the Brisbane CBD and is 5km to Brisbane
Airport. 381 Macarthur Street is 100% occupied and
has a WALE of 4.88 years.

381 Macarthur Avenue, Hamilton QLD

Overall, the portfolio has the following characteristics
(as at 30 June 2019):

15 property assets
138 tenants, weighted towards Government
and ASX listed corporations

Weighted occupancy of 99.77%
WALE of 5.43 years
Gearing of 34.01%
Weighted capitalisation rate of 6.64%
Portfolio gearing of 34.01%.

Returns

Centuria doesn’t forecast returns. Historically, the
Fund has delivered an income return of 5.91% p.a.
since inception and 5.15% p.a. for the 12 months to
30 June 2019. This has been further enhanced by a
tax-deferred element. For FY20, the distribution rate
has been increased to an annualised 7.6c per unit
which if maintained, would translate into an income
return of 5.25% p.a.

In capital terms, the unit price is currently $1.43
compared to its initial price of $1 in June 2016,
representing capital growth of approximately 12.68%
p.a. (to 30/6/19).

The manager and fees

Centuria Property Funds Limited (the Manager) is a
100% owned subsidiary of ASX-listed Centuria
Capital  Group (CNI), a specialist investment
manager with $6.2 billion of assets under
management across two ASX-listed REITs, 14
closed-end funds, two investment bonds products
and this open-ended fund. Centuria was formed in
1998 with a specific focus on the purchase of high
quality, growth oriented commercial property
investments. Centuria has proved to be extremely
adept at buying and managing commercial properties,
and has initiated and wound-up 42 funds consisting of
$1.9 billion of assets.

For this Fund, Centuria charges a management fee of
0.80% p.a., plus expense recoveries of an estimated
0.35% p.a., taking the total management expense
ratio to 1.15% p.a. This is calculated on the Fund’s
gross assets.

When the Fund invests in a property fund managed
by Centuria that is already charging management
fees, the Manager won’t double dip. The fee charged
will be deducted from the management fee payable
by this Fund.
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Centuria is also entitled to a performance fee of 20%
of the outperformance above a benchmark reflecting
the Fund’s intended portfolio composition.

There are also fees payable where Centuria finds a
property that the Fund purchases (2% establishment
fee) and a sale fee of 1% where the Fund sells a
property.

Liquidity

A relatively unique feature of the Fund is that it offers
investors the opportunity to withdraw part or all of
their investment monthly. This is largely satisfied from
the Fund’s cash holding or realisation of its A-REIT
investments, and is a limited facility.

Each month, Centuria advises on its website the
amount available for withdrawal. This is expected to
be at least 0.5% of the Fund’s net assets (in August,
it was $8.6m). Applications received by the due date
are processed, and are accepted or scaled back
according to demand.

Our view

This Fund offers investors easy access to a
diversified portfolio of commercial properties. The
underlying properties are 99% occupied, have a
weighted WALE in excess of 5 years, and strong
tenants. Distributions are paid monthly, and for the
last 12 months yielded 5.15%.

The monthly liquidity facility, while it can’t be relied
upon and is ultimately at the discretion of the
Manager, goes some way to address one of the
downsides of investing in unlisted property. It should
assist investors in normal market conditions.

A big positive is Centuria’s terrific track record in
identifying for investment and then managing
commercial properties. Downsides are the
management fees, and that the Fund’s urban office
exposure is primarily to metropolitan and regional
markets, rather than CBD Sydney or CBD Melbourne.

The minimum investment is $10, 000. For more
information, visit  https://centuria.com.au/cdpf and
download a copy of the Product Disclosure
Statement.

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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4 more interesting candidates from the ASX’s
rural sector
by James Dunn

 
In June, I looked at some of the stock exchange’s
major agricultural stocks, some of which continue to
rebound, including the two rural services
heavyweights, Ruralco (RHL) and Elders (ELD).
Let’s see how they’re now travelling.

Since that article, Ruralco and Elders have both
moved higher – and while RHL appears to be fully
valued, analysts see Elders as having significant
scope to move higher.

Grain business Graincorp (GNC) is also seen as
having strong upside, as is Australia’s largest cattle
company Australian Agricultural Company (AAC).
Farming real estate investment trust (REIT) Rural
Funds Limited (RFF) also has analysts’ consensus
target prices higher than its market price – but faces a
messy situation of having to defend itself against
short-seller Bonitas Research, which claims that the
trust, which owns more than $900 million worth of
agricultural assets, is worthless (RFF has taken
Bonitas to court).

Changes since June:

1. RHL at $4.17 – now $4.39
Analysts’ consensus target price: Thomson Reuters
$4.40, FN Arena $4.40

2. ELD at $5.93 – now $6.87
Analysts’ consensus target price: Thomson Reuters
$8.20, FN Arena $7.30

3. GNC at $8.15 – now $8.01
Analysts’ consensus target price: Thomson Reuters
$8.48, FN Arena $8.95

4. AAC at $1.09 – now $1.025
Analysts’ consensus target price: Thomson Reuters
$1.33

5. RFF at $2.32 – now $1.98
Analysts’ consensus target price: Thomson Reuters
$2.38, FN Arena $2.42

Here are 4 more interesting candidates from the
ASX’s rural sector.

1. Costa Group (CGC, $3.55)
Market capitalisation: $1.1 billion
12-month total return: –46.5%
FY20 projected dividend yield: 3.2%, fully franked
Analysts’ consensus target price: $3.64
(Thomson Reuters), $4.136 (FN Arena) 

I described horticulture group Costa Group in August
as one of the losers of the reporting season: even
though it was only reporting half-year results, Costa
was a major disappointment all the same, with the
company reporting a 15% decline in profit, and
warning of “further downside risk” in its outlook.

However, what Costa is doing in China is potentially a
transformative opportunity: in its 70%-owned joint
venture with its US partner Driscoll’s, the company is
growing berries, in Yunnan in south-western China, in
hydroponic farms, where it can produce blueberries,
raspberries and blackberries that are larger and
tastier – and get to stores fresher – than other
brands, and which can thus command a significant
price premium. The addressable market in China is
estimated to be about 150 million people, but could
be as large as 400 million, as incomes rise and more
people are able to afford products with perceived
health benefits. Costa has faced horticultural, labour
and logistics challenges – which are still not wholly
solved – but Costa has the kind of sustainable
competitive advantage that should enable it to grow
its business in China for a long time.

That should allow investors to look past some of the
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challenges that Costa faced during the first half of
2019, including adverse conditions during the
Moroccan blueberry season, low mushroom demand,
varying raspberry quality, and water costs and fruit fly
impacting the citrus category – the latter being the
company’s main earnings driver.

Costa has had a tough 2019. Its January update,
which told the stock market to expect “largely flat
growth” in net profit for 2019, after sales of tomatoes,
berries and avocados for December and January
came in lower than expected, was a shock to
investors – given that the company had previously
told investors to expect low double-digit profit growth.
Then there was another downgrade, in May – and
more recently, the weak interim result.

In the short term, analysts are pessimistic on full-year
earnings growth – FN Arena puts analysts’
consensus at a 52% fall – but profit is expected to
rise in 2020.

2. Webster (WBA, $1.21)
Market capitalisation: $438 million
12-month total return: –29.6%
FY20 projected dividend yield: no dividend
expected
Analysts’ consensus target price: $1.67
(Thomson Reuters)

Webster exemplifies the new style of “corporate
farming” business, which has been in the media
spotlight recently – and not always in a good way.
The company as it now exists was formed in 2015,
when the Tasmania-based horticultural and rural
services business Webster Limited – Australia’s
fourth-oldest business – merged with Mildura-based
cotton, pastoral and water management company
Tandou. Webster is now based mainly within the
southern Murray-Darling Basin (SMDB) area, where it
has built a horticultural/agricultural operation backed
by a large holding of water entitlements. These were
estimated at the March 2019 half-year by the
company to be 150,000 mega litres, worth, at market
prices, about $350 million – while carried at just over
$160 million on the balance sheet.

Effectively, the company’s strategy is to maximise
the economic use of this water, aiming to convert its
water assets into more valuable horticultural and

agricultural products, while retaining the option of
selling the annual water allocations derived from
these entitlements.

The water supports cotton, walnut, almond, sorghum
and chickpeas operations, as well as cattle and
Dorper sheep-raising operations. Webster produces
90% of Australia’s walnut crop – is the southern
hemisphere’s largest producer of walnuts – and like
almonds, the beauty of this crop is that Webster is a
counter-seasonal exporter, able to offer fresh walnuts
to its markets in the opposite six months to the
northern hemisphere crop.

To a large extent, Webster has spent a couple of
years transitioning its operations to focus on the
Riverina region in New South Wales, where its water
can guarantee it a competitive advantage in perennial
horticulture (walnuts and almonds), which are the
highest-value of its commodities. But even with its
large water holding, Webster is not drought-proof
through this transition, and the drought has affected
it: in May, Webster reported results for the half-year
to March 2019, which saw revenue more than double,
to $53.4 million, but net profit fall by 43%, to $2.1
million. Webster’s sales and earnings are heavily
skewed to the second half, because of the timing of
harvesting and sales of its crops, but the company
said in its half-year result that “drought affecting all
areas of production” would limit it to achieving a
“near-breakeven position” for the full-year at best:
with no dividend declared for the half-year, it is
unlikely that there will be any dividend this year.

Webster has built an excellent position in the SMDB
market, where water tends to be allocated to its
highest-value use, and is very well-placed to be a
significant player in Australian export agriculture in
the future. The stock looks to be a long-term play in
this growing sector, with a cheap entry level based on
the market not quite appreciating the transition that
has taken place in recent years.

3. Wingara Ag (WNR, 30 cents)
Market capitalisation: $32 million
12-month total return: 9.1%
FY20 projected dividend yield: no dividend
expected
Analysts’ consensus target price: n/a
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Wingara Ag is another corporate agricultural player
that is following a strategy to develop and operate
crucial infrastructure assets in the food export supply
chain. Wingara listed on the ASX in early 2016 after
acquiring its first business, Victorian based fodder
products exporter JC Tanloden, and in April 2018 the
company bought Austco Polar Cold Storage (APCS),
a Melbourne-based meat export service and logistics
business.

The Bendigo-based JC Tanloden has become the
centre of Wingara’s oaten hay, bedding straw and
fodder production. In January this year, WIngara
commissioned a new greenfield fodder processing
plant at Raywood near Bendigo, in addition to the
nearby existing Epsom facility, which received
approval from the General Administration of Customs
of the People’s Republic of China (GACC) to export
oaten hay to China – only the third such export
licence granted since 2016. Demand for Australian
oaten hay, to feed livestock, exceeds the market’s
capacity to supply it: Wingara also exports to Asia,
Korea, and the Middle East. The second plant at
Raywood boosts Wingara’s export capacity, and also
allows the company to expand into processing,
storing, and marketing other commodities, including
wheat, barley, oats, canola, legumes.

In April 2018 Wingara diversified its business with the
purchase of APCS, tapping into increasing global
demand for high-quality Australian red meat. In July,
Wingara sold the APCS property to KordaMentha
Funds Management, but continues to lease it and
carry on business as before: the transaction
decreased Wingara’s gearing to about 30% and
unlocked a capital gain of just over $5 million that
Wingara will reinvest in growth.

At the FY18 result, Wingara released guidance
saying it expected to achieve operating revenue of
more than $35 million in FY19 (year to March), more
than triple the $10.7 million it generated in FY18, and
EBITDA (earnings before interest, tax, depreciation
and amortisation) in FY19 of at least $6 million,
compared to $1.1 million in FY18.

The FY19 result came in at operating revenue a bit
short of guidance, at $29.1 million, and EBITDA of
$4.7 million. However, Wingara made a net profit of
$906,000 for the year, compared to a $434,000 net

loss in FY18.

Revenue generated from hay trading was 58% of the
total, while cold storage contributed 42% of total
revenue. 78% of the hay trading business revenue
came from exports to Asia.

Wingara did not give guidance for FY20, but research
firm Gordon Capital expects revenue of $36 million
and EBITDA of $7.3 million, on the back of full-year
contributions from the Raywood plant and APCS.
Wingara is a small company with no dividend in sight,
but it appears to be well-managed company with a
clear strategy to invest in value-added opportunities
in Australian agriculture.

4. Duxton Broadacre Farms (DBF, $1.155)
Market capitalisation: $50 million
12-month total return: –25.2%
FY20 projected dividend yield: no dividend
expected
Analysts’ consensus target price: n/a 

Duxton Broadacre Farms – part of the same stable as
Duxton Water (D2O), which is the only pure water
investment on the ASX – is a very interesting portfolio
of farming operations and water assets, but an
investment that has been hit by the drought. Listed in
2016, Duxton Broadacre Farms is a very
well-diversified agricultural business, generating
revenue from cotton (46% of FY19 revenue), wheat
(20%), cattle (8%), as well as hay, chickpeas, barley,
canola, sheep and wool.

In FY19, the company made a net loss of $1.1 million,
with most crops affected, although the (summer)
cotton crop was DBF’s largest ever. On the plus
side, the value of DBF’s land increased by 25.5%, to
$76.2 million, and land and water assets represented
78% of total assets at balance date. DBF has a
portfolio well-diversified by crop and geography, and
could be a rural investment to watch as more normal
rainfall conditions return.

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

 
The August reporting season is done and dusted and
overall activity among securities analysts as
measured by upgrades and downgrades for individual
ASX-listed entities has fallen to single digits for each
for the week ending Friday 6 September 2019. No
surprises here.

Fittingly, FNArena registered six upgrades and six
downgrades. Five of the upgrades moved to Buy,
while three of the downgrades became a fresh Sell
rating. The unlucky receivers of the latter are
Collection House (disappointing result), CSR (still no
improvement for building materials) and Harvey
Norman (disappointing result).

The real fireworks was reserved for changes to
earnings forecasts which are, on both sides,
considerable. On the positive side sits Myer on top,
followed by Freedom Foods Group, Western Areas,
Austal, and Village Roadshow.

On the negative side, where reductions on average
are larger, we find NextDC, Orocobre, TPG Telecom
(results release), Incitec Pivot, and Senex Energy.

Things should quieten down significantly post August
and with out-of-season results releases few and far
between, but this assumes the absence of further
profit warnings a la CYBG on Thursday last week,
which followed a profit warning from Incitec Pivot 48
hours earlier.

In the good books

(All upgrades covered in last Thursday’s Switzer
Report)

In the not-so-good books

3P LEARNING LIMITED (3PL) was downgraded to
Neutral from Outperform by Macquarie B/H/S:
0/2/0

3P Learning’s result missed Macquarie’s Forecast
by -13%, with the core A&NZ business impacted by
execution issues and competition. Europe et al saw
earnings declines due to Brexit and contract losses,
while the Americas did okay, albeit assisted by the
currency. Recent licence trends have tempered FY20
growth expectations, the broker notes, with concerns
raised as to whether A&NZ has “peaked”.
Management is confident of improvement, but the
broker expects the market will require evidence of this
to provide for any re-rating. In the meantime,
Macquarie downgrades to Neutral. Target falls to 90c
from $1.50.

Earnings forecast

Listed below are the companies that have had their
forecast current year earnings raised or lowered by
the brokers last week. The qualification is that the
stock must be covered by at least two brokers. The
table shows the previous forecast on an earnings per
share basis, the new forecast, and the percentage
change.
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The above was compiled from reports on FNArena.
The FNArena database tabulates the views of seven
major Australian and international stock brokers: Citi,
Credit Suisse, 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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Our “HOT” stocks
by Maureen Jordan

 
LIKES

Michael McCarthy likes Whitehaven Coal (WHC).
“The rebound in global coal prices that began in
mid-August is yet to turn up in WHC’s share price,”
he says.

“In my view, Australia is at “peak renewables” and
the increasingly harsh economic realities (read higher
power prices for everyone) will see a swing back to
coal and gas that will suit current producers,”  he
adds.

Source: Google

Julia Lee likes Nanosonics (NAN). “Its key product is
Trophon; a device that looks at infection control and
cleaning for medical probes, such as ultrasound
probes,” she says.

“The key growth market has been the US but there’s
largely untapped potential in Europe and the UK.

“There’s a large research and development spend
and the expectation is that the company will continue
to develop and release products in the area of
sterilisation and infection control,” she adds.

“A key risk comes if the existing product sales fail to
meet expectations, or if new product launches are
delayed or lacklustre,” she warns.

Source: Google

DISLIKES

Michael doesn’t like TPG Telecom (TPM). “The 56%
slump in profit was slightly better than expectations
but the cost cutting that drove that improvement is in
my view at odds with a business that needs to invest
to grow.

“Optimism about the court case surrounding a
potential merger with Vodafone is potentially an
opportunity for investors to exit,” he says.

Source: Google

Julia has Cimic (CIM) on her dislike list. “It’s
exposed to mining contract work and construction
infrastructure. The upside in share price comes when
contract wins are higher than expected,” she says.

“Its last result in July highlighted strong mining and
weak construction.

“With public infrastructure unlikely to grow
significantly from these current $40 billion levels and
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with many large energy infrastructure projects
completed or nearing completion, growth is
increasingly dependent on new wins in mining.

“At the current time, I can see few avenues of
accelerating growth and the performance about
executing current work in hand,” she adds.

Source: Google

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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