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In case you missed it, though you probably haven’t, this has been a great start to the stock market
year, after a ripper of a one in 2019. The gain since the start of 2020 is 5.7% and the question many of
you have to be asking is: “How long can this last?” I attempt to answer this question for you today.

    Sincerely,

 
  Peter Switzer
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How long can these early gains last?
by Peter Switzer

 
In case you missed it, though you probably haven’t,
this has been a great start to a stock market year,
after a ripper of a one in 2019. The gain since the
start of 2020 is 5.7% and the question many of you
have to be asking is: “How long can this last?”

Since the middle of last year, I was telling you (our 
Switzer Report subscribers) and our financial
planning clients that I was prepared to back stocks on
the basis that President Donald Trump needed a
trade deal before the November election this year.
The pressure of this impeachment for Mr Trump, and
its possible bad election effects, means keeping his
Wall Street customers satisfied is crucial. In a sense,
he needs a bridge over troubled political waters, and
a rising stock market and improving economy
constitute the strongest political bridges he can make
or mend before the end-of-year poll.

That said, I expected an eventual sell off and
therefore I talked about being more defensive going
into March or April on the basis that US
electioneering could easily unsettle markets. Of
course, this is speculation but it’s wise to remember
the old market maxim: “Sell in May and go away,
come back on St. Leger’s Day.”

Of course, it doesn’t always work out and St.
Leger’s Day is in September. And by the way, the
market often doesn’t turn positive until October or
November. With the US election in the first week of
November, there is bound to be a market holding of
the breath until it sees whether Donald will ride again
for another four years. The market would like a Trump
win. Sure, he borders on the Twitter-crazy but he’s
sensitive to Wall Street and talks the talk they like,
such as lower taxes and less regulation, so he’d be a
positive for stocks.

It’s also worth remembering that the fourth year of a

US President is the second best behind the third
year, which last year racked up a 29% gain! The one
big threat to stocks is the Fed. The US central bank
powered up stocks with interest rate cuts in 2019,
when the market had been led to believe that there
would be three rises. I’ll be monitoring the economic
comeback of the US and if it gets bigger than
expected, it could spark fears about inflation and
rising interest rates. That would hit stocks if this kind
of talk gets out of hand. I’ll be watching the Fed very
closely for any signs that I need to go defensive but
for now the signs look OK to remain long stocks.

Each Sunday I look forward to Percy Allan’s Market
Timing email. (You can subscribe or take a free trial
at www.markettimingaustralia.com.au) Percy takes in
a whole lot of quantitative and qualitative indicators to
work out what market sentiment is pointing to.
Despite the big year for stocks in 2019 and the great
start in 2020, the latest readings are still very bullish.
The chart below shows that Percy sees green lights
for all the key markets he seeks to time, which says
something worth noting.

“The Traffic Light is on Green when the Australian
share market shows both positive short and long-term
trends,” Percy explains. “It’s on Red when these
trends are both negative. It’s on Amber when one of
these trends is positive and the other is negative.”
The fact his local stock market assessment is full on
green, as shown by “Buy STW”, is a plus for anyone
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pondering if they should take profit and go full on
defensive. (STW is the ETF for the S&P/ASX 200
Index that Percy uses.) But it’s not a full on positive
story as Percy has two thumbs up to gold, suggesting
that this is an insurance play for an inevitable sell off
over 2020.

That makes sense, especially with Middle East
problems around at the moment. However, I wouldn’t
be going too long gold unless you believed there’s
going to be a big stock market sell off/crash and
geopolitical developments will be close to
nuclear-scary.

Neither of these scenarios make my projected
playbook for 2020.

At the local level, as I referred to on Saturday, the
bush fires will bring big government and even private
sector spending that will pump up economic growth,
company profits and stock prices. Sure, the first
couple of quarters will suffer from the fires’ effects on
tourism, retail and construction but the repair
spending will be a huge stimulus to the economy.
After the tragic earthquakes, Christchurch saw an
enormous boost to its economy. And it’s said that the
state of Louisiana actually fared better during the
GFC of 2008 because of the repair spending that
came from the 2005 Hurricane Katrina tragedy.

When I try to work out my shorter-term investment
strategy, I look for market-turning events and, at this
stage, the really big ones — significant interest rate
rises, a notable spike in inflation, a dramatic
geopolitical drama or a serious global or local
economic slump, look like lower order risks for 2020.

The one curve ball or potential black swan would be a
financial market crisis linked to the excessive pile of
debt out there. While I don’t like the accumulation of
debt that has followed central banks’ attempts to
kickstart economic growth since the fallout of the
GFC, the fact we are seeing economic growth pick up
in China and the USA is a real plus for stocks. It also
reduces the concerns about a financial market
meltdown. The worst-case scenario for markets
would be too much debt and little growth to help pay it
down!

I believe the positives from the phase one trade deal

should reinforce US and Chinese growth and even
help the Eurozone that relies heavily on demand from
China. As you can see, I have a bias towards stocks
this year again but I expect more volatility — scary
moments — but the final score at year’s end should
be a nice positive for those invested in quality
companies.

One last point I’d like to make. For our financial
planning clients, we show them what Tim Farrelly, a
renowned market forecaster, thinks about certain
markets. This is his 10-year view on Aussie stocks.
On the chart below, you can see that the arrow (at 31
December) was pointing towards 6750 and Tim says
our market was cheap. Fair value stretches from
7250 to 8250 (the All Ords is just below 7200 as I
write) and overpriced doesn’t show up until we crack
10,000! Of course, this is a long-term view of the
markets but it does remind us that if we try to be too
smart in the short term, the stock market can make a
monkey out of us. When I look at Tim’s predictive
work, it reminds me that we should be long-term
investors. And the older we become, the more we
should be harvesting dividends and franking credits
because these have a lot more stability in a falling
stock market than share prices.
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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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Big LICs are a sell
by Paul Rickard

 
An unusual event occurred in thin post-Christmas
trading on the ASX. Australia’s major listed
investment companies (LICs), including the giant
Australian Foundation Investment Company (AFI),
blew out to a premium to their NTA (net tangible
asset value). And despite the market rallying 5.7%
already in January, AFI is currently trading at a
premium and is in sell territory. For investors seeking
an easy way to gain broad based exposure to the
Australian stock market, there is better value to be
had with index hugging exchange traded funds.

I will come back to why AFI is a sell, but firstly, a
quick re-cap on the broad based listed investment
companies and their competitors, the major exchange
traded funds.

Exchange Traded Funds (ETFs)

Exchange traded funds offer an easy way to gain
broad exposure to the Australian stock market. While
they are suitable for investors who don’t want to
manage a portfolio of direct shares, they can also be
used by those who utilise a “core and satellite” style
investment approach. The ETF provides low cost
access to the core, with the investor working on
getting the alpha from the actively managed satellite.
Active investors can also use ETFs to readily
establish a position, potentially only holding the ETF
in some cases for just a few hours.

The major ETFs track an index, investing in
accordance with the make-up of that index on
“autopilot”. If the index weight for (say) the
Commonwealth Bank is 7.9%, very close to 7.9% of
the ETF will be invested in Commonwealth Bank
shares. The Manager doesn’t try to beat the market
– all he/she does is to try to reduce the index tracking
error.

With their low management fees, they should provide
a return that closely matches the return of the
underlying index. Nothing more, nothing less.

The major broad market ETFs are set out below.
Blackrock’s iShares IOZ and SPDR’s STW track the
S&P/ASX 200, while Vanguard’s VAS tracks the
broader S&P/ASX 300. Betashares has the A200,
which tracks an index of 200 ASX companies
produced by Solactive rather than S&P.

Performances (after fees) to 31 December 2019 are
shown below, as is the benchmark S&P/ASX 200
accumulation index.

 Major Exchange Traded Funds

Returns to 31/12/19. Source: Respective Managers

 The advantages of an ETF over a LIC are improved
transparency and market pricing. ETFs update their
NTA every working day, sometimes intraday (IOZ and
VAS), and due to their fungibility and appointment of
market makers, you will buy or sell an ETF within
0.10%/0.20% of the NTA of the fund. The premium or
discount should always be small. Unlike LICs, they
don’t offer share purchase plans.

Each of the major ETFs pays distributions on a
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quarterly basis. As they effectively replicate the
market, their distribution will yield around 3.75% pa,
franked to around 75% (that is 75% fully franked and
25% unfranked). (Note: distribution yields in 18/19
were significantly higher due to several companies
paying special dividends)

The major LICs 

There are 3 major broad market LICs – AFI, Argo
Investments and Milton Corporation. They are big,
professionally managed and very credible investment
companies. Milton Corporation, for example, was
listed on the ASX in 1958 and has paid a dividend to
its shareholders every year since.

LICs are actively managed. That said, these broad
market LICs essentially invest in the major blue chip
companies, placing considerable emphasis on
companies that have reliable earnings, pay fully
franked dividends and have an ability to grow these
dividends. An investment précis is set out below.

The major LICs, like many value style managers,
have really struggled over the last few years to match
the performance of the benchmark indices as growth
stocks and momentum investing have played a bigger
role in investors’ thinking. As the table below shows,
they have lagged over 1 and 3 years, and even out to
10 years, their performance is behind the benchmark.
Not shown in the table is performance over a 20-year
period, which is roughly on track with the S&P/ASX
200 (for example, Argo (ARG) boasts a 20-year
performance of 8.8% pa compared to the index’s
8.4% pa).

To be fair to the major LICs, the performance doesn’t
include the impact of franking credits, nor
participation in off-market share buybacks. LIC’s will
typically frank their dividends to 100% (compared to
about 75% for an ETF) and pay higher dividend
distributions. The largest LIC, Australian Foundation
Investment Company (AFI), also reports performance
that includes the benefit of franking credits and
compares it to a benchmark that includes franking. It
has outperformed the franking benchmark over the
last 6 months and marginally outperformed it over the
last 12 months, but underperformed over the last five
years. Over 10 years, it is marginally behind at 9.2%
pa compared to the S&P/ASX 200 franking credit

adjusted benchmark of 9.5%.

Milton Corporation (MLT), the smallest in size at
$3.3bn, boasts the best performance over the last 10
years. However, it has really struggled in recent
periods. In 2019, it returned 16.5%, but this was 6.9%
below the benchmark S&P/ASX 200. One concern
with Milton Corporation is that it holds a way
overweight position in W H Soul Pattinson (SOL).
SOL is Milton’s third largest investment at 6.0%. The
Chair of Milton (Robert Millner) is also the Chair of
Soul Pattinson.

Major Listed Investment Companies

*Returns to 31/12/19.. Source: Respective Managers

An advantage of LICs compared to ETFs is that they
usually offer share purchase plans, which allows
shareholders to subscribe for new shares at a
marginal discount to their underlying value or NTA
(Net Tangible Asset value). Dividends, while only paid
twice a year (compared to the quarterly distribution
cycle offered by ETFs), are usually fully franked. They
are currently yielding about 3.75% pa.

A disadvantage is that as close ended funds where
new investors become investors by buying shares
from other investors on the ASX, the LIC can at times
trade at a significant premium or discount to its NTA.

LIC or ETF?
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The tables above demonstrate that despite their
different investment styles, objectives and
benchmarks, the broad market LICs can be expected
to deliver over the very long term close to an index
return, and the ETFs an index return less a fraction.
While this is not a “given”, the outcome is not that
surprising given the concentrated nature of the
domestic share market and the relatively conservative
investment style adopted by the LICs.

So, an answer to the question – “LIC or ETF, which
is better?”  – comes down to the premium or discount
that the LIC is trading at.

The graph below shows Argo’s share price
compared to its underlying NTA over the last 30
years. At times, it has traded at a discount of up to
15% and at other times a premium as high as 17%.
More recently, this range has narrowed to around 5%
either way, with the most recent move to a small
premium.

Argo’s Share Price to NTA – Relative
Premium/Discount since 1991

Source: Argo

At the end of December, each of the major LICs was
trading at a premium ranging from 7.2% for AFI to
0.4% for Milton.

Discount/Premium (as at 31 December 19)

*NTA sourced from Company Reports

The underperformance of the LICs over recent
periods is making the proposition of “close to an
index return” harder to sustain. No doubt part of this
underperformance is due to the underperformance of
the major banks (where the LICs have typically been
overweight), and the market’s interest in growth
stocks. But it is also probable they have become too
big and this is encumbering performance. So, a safer
assumption for long term performance may be “index
minus.” For ETFs, we can be confident that the
return will be index less the management fee –
nothing more, and nothing less.

So, my rule of thumb is:

If the LIC is trading at a (not immaterial) discount,
then invest in the LIC;

otherwise, invest in the ETF. 

While there is arguably a little more variability in the
return from the LIC than the ETF (because the former
it is actively managed), the flipside is that its return
may indeed be better than the index return. There is
also manager risk – so you may want to spread any
investment across 2 LICs.

Calculating the premium or discount

LICs are required to publish their NTA each month
(ASX announcement, plus on their website), which is
generally available by the 5th working day of the
following month. They publish two NTAs, one that is
done on a pre-tax basis, and the other that provides
for tax on unrealised gains/losses in the portfolio. As
LICs are long term holders and won’t be wound up,
use the pre-tax NTA.

Outside the monthly publication, you can estimate
their NTAs. Take the last published NTA, remove the
impact of any dividends, and adjust up or down by the
percentage movement in the S&P/ASX 200 since the
calculation date (i.e. end of month). To calculate the
premium or discount, compare the estimated NTA
with the current market price on the ASX.

Listed below is my estimate of the discounts for the
major LICs as at the close last Friday, based on a
move up in the S&P/ASX 200 accumulation index this
month of 5.7%.
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Estimated Discount/Premium (as at 17 January
2020)

*NTA estimated by Switzer Report, based on reported
31 December NTA adjusted for the movement in the
S&P/ASX 200 Accumulation Index in January

Which one? 

My present ranking of the ETFs (based on
management fees and index tracked) is:

1. VAS (Vanguard)
2. IOZ (iShares)
3. STW (SPDR)

There is little in this assessment – any of these ETFs
could be selected. It is heavily influenced by fee, and
a longer term view that smaller companies will in time
do better and hence a preference to opt for a broader
index (the S&P/ASX 300) rather than the S&P/ASX
200. I have excluded Betashares A200 from this
ranking as I want to see a track record and in
particular, how closely the Solactive index matches
the S&P/ASX 200.

With the LICs, AFI is trading at almost a 4% premium
and is a sell on this basis. Milton on paper looks
interesting given the discount, but its
underperformance in recent periods is concerning. So
right now, Argo gets the gong. If AFI comes back to a
discount at about the same level of Argo, I think it
would marginally preferred.

Right now, my order is:

1. ARG (Argo)
2. AFI (Australian Foundation Investment

Company)
3. MLT (Milton Corporation)

Buy ETFs, sell AFI

For those looking to establish or increase exposure to
the market, exchange traded funds represent better
value than broad based LICs. Australian Foundation
(AFI), on the basis that it is trading at a premium is a

sell (potentially, buy VAS as a substitute).

Premiums and discounts can change quickly, so
always check these before investing in LICs or ETFs.

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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3 industrial stocks for yield
by James Dunn

 
Investors living off income are tearing their hair out –
just when they thought rates could hardly go lower,
the Reserve Bank of Australia (RBA) is being urged
to cut the official cash rate from the current record low
of 0.75%, to 0.5%, as early as its meeting in
February.

With the average term deposit interest rate across all
terms currently sitting below 1.4% per annum, and
older deposits maturing, it is a frightening time for
income-oriented investors – and little wonder that
they are effectively forced into the share market for
dividend yield, for which they often incur significant
capital risk.

Thomson Reuters says the stock market’s average
expected yield is 2.765% in FY20, equivalent to
3.95% when grossed-up; and 2.8% in FY21,
grossed-up to 4%. And investors have come to
expect a lot better than that, particularly in the banks.

Here’s what investors are looking at in terms of the
banks, in FY20 estimated yields, with the attached
capital-gain prospects:

ANZ 6.3%, grossed-up to 8.6%

Share price: $25.42

Analysts’ consensus valuation: $26.70 (Thomson
Reuters), $26.31 (FN Arena)

CBA 5.1%, grossed-up to 7.3%

Share price: $84.05

Analysts’ consensus valuation: $75.00 (Thomson
Reuters), $73.30 (FN Arena)

NAB 6.5%, grossed-up to 9.3%

Share price: $25.46

Analysts’ consensus valuation: $27.50 (Thomson
Reuters), $27.10 (FN Arena)

Westpac 6.4%, grossed-up to 9.1%

Share price: $24.98

Analysts’ consensus valuation: $25.58 (Thomson
Reuters), $26.436 (FN Arena)

If borne out, those bank yields would be very
attractive; and a lot of investors will not look past
them. But in the industrial stock market, there are
always interesting yield situations around. Here are
three:

1.  Alliance Aviation Services (AQZ, $2.65)

Market capitalisation: $334 million

FY21 Estimated yield: 6.9%, grossed-up to 9.9%
(Thomson Reuters)

Analysts’ consensus valuation: $2.75 (Thomson
Reuters)

Aviation player Alliance Aviation Services had an
impressive 2019, as it continued to diversify from its
core specialisation of moving fly-in/fly-out (FIFO)
miners and resources workers to remote locations in
Queensland, the Northern Territory, South Australia
and Western Australia: Alliance is adding new
revenue streams areas such as tourism, aircraft
sales, “wet” leasing (operating Alliance aircraft for
other carriers) and spare parts sales.

In 2019 Alliance commenced regular public transport
(RPT) flights in regional Queensland (which are sold
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as Virgin Australia codeshare services) and signed
tourism contracts with US tour operator Tauck and
Japanese travel company JTB. Long-term contract
revenue is still 60% of revenue, but Alliance has
increased its capacity to handle short-term ad hoc
charter requests. The five revenue streams are
contract flying, wet leasing, RPT flights, charter, and
aviation services.

In FY19, Alliance added five aircraft to its fleet,
making 38 in total; it lifted revenue from operations by
11.9% to $277.1 million and net profit by 25.5%, to a
record $22.7 million. The full-year dividend increased
by 77%to a record 15.6 cents: the final (second-half)
dividend of 8.8 cents equalled the full-year FY18
dividend. Even if Alliance only maintains its dividend
at 15.6 cents, it is trading on a fully franked yield of
5.9%, or a grossed-up equivalent of 8.4%: however,
analysts’ consensus estimates from Thomson
Reuters expect a dividend of 17 cents in FY20, giving
a yield of 6% (grossed-up 9%), and 18.4 cents in
FY21, putting AQZ on a forward yield of 6.8%,
grossed-up to 9.8%.

There is potential corporate action with AQZ, given
that Qantas bought 19.9% of the stock last February,
becoming the largest shareholder: the Australian
Competition & Consumer Commission (ACCC) has
expressed “preliminary competition concerns” about
the stake, given that Alliance competes with Qantas
for FIFO business, either in its own right or in
cooperation with Virgin under the Charter Alliance
Agreement; and that Alliance is also Qantas’ only
competitor on regular passenger routes between
Brisbane and the regional Queensland cities of
Bundaberg and Gladstone.

2.  Super Retail (SUL, $9.50)

Market capitalisation: $1.9 billion

FY21 Estimated yield: 5.5%, grossed-up to 7.8%
(Thomson Reuters); 5.5%, grossed-up to 7.8% (FN
Arena)

Analysts’ consensus valuation: $9.90 (Thomson
Reuters), $9.85 (FN Arena)

Retail heavyweight Super Retail Group – the owner of
the Rebel Sport, Super Amart, BCF and Super Cheap

Auto brands – has had a rocky start to 2020, losing
close to 10%. The problem is that Super Retail has
been one of the first ASX-listed stocks to be identified
as taking potential damage from the devastating
bushfires.

Already, for example, broker Ord Minnett has
downgraded the retailer’s shares to a “hold” rating
with a $10.00 price target, saying Super Retail’s
sales could be hit in the wake of the fires, because of
its exposure to the outdoor and camping markets
through its BCF (boating, camping, fishing) and
Macpac (outdoor equipment) businesses. (Macpac –
bought in March 2018 – has until now been a strong
performer for the group. Morgans also lopped its price
target for SUL for the same reason this month, but in
its case, greater bullishness saw the price target
trimmed from $11.15, to $11.04 – which if achieved
from today, would represent a surge of more than
13%.

But focusing on SUL’s expected dividends, if the
company were to maintain the 50-cent dividend it
paid in FY19, at the current share price SUL would be
trading on a fully franked dividend yield of 5.1%, or
7.3%, grossed-up. Analysts expect 52 cents in FY21,
which translates to a prospective yield of 5.5%, or
7.8%, grossed-up. And on analysts’ consensus
valuations, SUL looks slightly under-valued, too.

3.  IVE Group (IGL, $2.47)

Market capitalisation: $366 million

FY21 Estimated yield: 7.2%, grossed-up to 10.3%
(Thomson Reuters)

Analysts’ consensus valuation: $2.66 (Thomson
Reuters)

Integrated marketing and print communications
provider IVE Group is a business built around
creating, managing, producing and distributing
content for the marketing industry, with major
customers in industries such as healthcare, financial
services, communications, utilities and education. In
recent months, the company has brought its four
divisional operating brands under the IVE umbrella,
simplifying the integrated offering. Clients like the
aspect of a one-stop-shop for their marketing needs.
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According to Thomson Reuters, analysts see good
grounds for increases in earnings per share (EPS)
and dividends for IVE Group over FY20 and FY21:
from 16.3 cents in FY19, the fully franked dividend is
expected to rise to 16.9 cents this year and to 17.9
cents in FY21, pricing the stock at a yield of 6.9%
(grossed-up 9.8%) this year and 7.3% (grossed-up
10.4%) in FY21. While these yields cannot be
considered certain, IVE group offers a bit of potential
high-yield spice to boost the average yield of an
income-oriented portfolio – with the potential for a bit
of capital gain thrown in.

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

 
Local equity indices rallying to new all-time highs can
only mean one thing when it comes to stockbroker
ratings: more downgrades than upgrades. Last week
truly delivered, with FNArena counting 16
downgrades versus 11 upgrades. In the bigger
scheme of things, that’s not even that big a gap
between the two opposite moves.

Looking into the finer details reveals junior gold
producers in particular proved a popular subject for
an upgrade in rating, with Evolution Mining,
OceanaGold, Perseus Mining and St Barbara all
receiving one upgrade during the week ending Friday
17 January 2020. Gold stocks delivered four of the
seven fresh Buy ratings for the week.

Evolution Mining and Perseus Mining also received
one downgrade during the week; to Neutral/Hold and
Underperform/Sell respectively.

On the other side of the ledger, we find seven fresh
Sell ratings and, without one single exception, all
were inspired by a rallying share price… and
fundamentals that don’t support a share price
surging to where it is. At least that’s the opinion of
the stockbroking analysts downgrading to Sell during
the week.

Magellan Financial Group is among those
downgraded to Sell, as are Coles, Domain Holdings
and Independence Group. In terms of earnings
forecasts, OceanaGold, Karoon Gas, Ardent Leisure
and Orocobre all enjoyed meaty increases during the
week. Heavy negative revisions were reserved for Zip
Co and South32, at a respectful distance followed by
Audinate Group, Whitehaven Coal, and Saracen
Mineral.

Ahead of the Australia Day long weekend, the local
calendar remains item-light, with the odd LIC

releasing their financial performance and with the
likes of BHP Group and Netwealth Group issuing
quarterly updates. Two more weeks and corporate
results will start trickling in. That might be the first test
for an exuberant share market this early in the fresh
first calendar year of the decade ahead.

In the good books

1.  FLEXIGROUP LIMITED (FXL) was
upgraded to Buy from Neutral by
UBSB/H/S: 3/1/0

UBS explores the merits of the company’s refreshed
strategy around ‘buy now pay later’ amid the launch
of new products. The broker believes a simplified
brand strategy makes sense and should help drive
cost cutting. The broker also considers the market is
becoming more positive on the new strategy and
assesses value is on offer, upgrading to Buy from
Neutral. Target is raised to $2.30 from $1.90.

2.  INCITEC PIVOT LIMITED((IPL) was
upgraded to Equal-weight from
Underweight by Morgan StanleyB/H/S:
2/5/0

Morgan Stanley observes diammonium phosphate
markets have demonstrated improved pricing and this
is now coupled with more reasonable valuations. This
leaves the risks for the stock evenly balanced and the
rating is upgraded to Equal-weight from
Underweight. Cautious industry view. Target is steady
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at $3.20. It appears the recent capacity curtailments
may have prompted some upside to prices.
Meanwhile, explosives markets remain relatively
supportive, with robust volumes and stable supply
and demand.

3.  PERSEUS MINING LIMITED (PRU) was
upgraded to Outperform from Neutral by
MacquarieB/H/S: 1/1/1

Production in the December quarter was better than
Macquarie expected. The broker considers the
company comfortably within its first half guidance
range, while the stronger second half guidance will be
driven by grade.

A maiden reserve at Zanikan near Sissingue is
expected. Macquarie lifts estimates for earnings per
share by 34% in FY20 and upgrades to Outperform
from Neutral. Target is raised 14% to $1.20. See also
PRU downgrade.

4.  QBE INSURANCE GROUP LIMITED (QBE)
was upgraded to Outperform from Neutral
by Credit SuisseB/H/S: 4/3/0

Credit Suisse observes questions are being asked
about the nature of the outlook statements for FY20.
The broker concludes that the FY20 combined
operating ratio guidance is achievable and should
improve further in FY21. The broker remains
confident in the recovery potential of QBE’s earnings
as well as balance sheet strength and believes any
reserving risk is manageable. Rating is upgraded to
Outperform from Neutral and the target raised to
$15.00 from $12.55.

5.  WHITEHAVEN COAL LIMITED (WHC) was
upgraded to Hold from Lighten by Ord
MinnettB/H/S: 4/3/0

Ord Minnett upgrades to Hold from Lighten,
assessing the downside risk is limited. As the stock is
yet to move, even though thermal coal prices have
rallied 16% in the year to date, the broker suspects it
will trade sideways for some time. Overall, Ord
Minnett found the December quarter production result
poor quality, revealing even lower Maules Creek
volumes and limited Narrabri production. Target is
steady at $2.80.

In the not-so-good books

1.  BEACH ENERGY LIMITED (BPT) was
downgraded to Hold from Accumulate by
Ord MinnettB/H/S: 0/5/1

Ord Minnett is positive on the outlook for Beach
Energy as it offers good production growth and strong
cash flow. However, the share price has
outperformed in recent months and the broker
downgrades to Hold from Accumulate. Target is
raised to $2.65 from $2.60.

2.  DOMAIN HOLDINGS AUSTRALIA LIMITED
(DHG) was downgraded to Sell from
Neutral by UBSB/H/S: 3/0/3

UBS believes new listings are now on track to return
to positive growth in the second half. FY20 earnings
forecasts are unchanged but FY21-22 are increased
by 11-12% on higher assumed listings growth.
However, even on these expectations, the stock now
trades above the broker’s discounted cash flow
valuation and the rating is downgraded to Sell from
Neutral. Target is raised to $3.50 from $3.20.

3.  MAGELLAN FINANCIAL GROUP LIMITED
(MFG) was downgraded to Underperform
from Neutral by MacquarieB/H/S: 0/2/5

Macquarie downgrades to Underperform from Neutral
on valuation grounds. The broker acknowledges the
company is a stand-out performer but cannot justify
the current multiple of 25x. That said, inflows have
accelerated in the December quarter and market
conditions remain supportive. Target is raised to $55
from $49.

4.  MEGAPORT LIMITED (MP1) was
downgraded to Neutral from Buy by UBS
and to Hold from Accumulate by Ord
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MinnettB/H/S: 1/2/0

UBS observes the business continues to grow at an
impressive rate but remains conscious that the
majority of December quarter KPIs (key performance
indicators) did not record an acceleration in growth
momentum. The broker downgrades to Neutral from
Buy and wants more tangible signs of an acceleration
in KPI growth rates before becoming more positive.
Target is raised to $11.75 from $11.55. Top-line
growth in the December quarter was better than Ord
Minnett expected, although there was a slight miss in
some KPIs. The broker remains positive on the
company because of its high-quality business model
and exposure to strong sectoral growth. As the stock
is trading in line with the revised target, the rating is
downgraded to Hold from Accumulate. Target is
raised to $11.30 from $10.50.

5.  PERSEUS MINING LIMITED (PRU) was
downgraded to Underperform from
Outperform by Credit SuisseB/H/S: 1/1/1

December quarter production was in line with
guidance. FY20 guidance has tightened to
275-295,000 ounces at a cost of US$850-950/oz.
Development has progressed at Yaoure. The impact
of the wet season appears to have been considerably
less than in the prior corresponding period, with
Sissingue well prepared. The gold price assumption
is increased to US$1300/oz, driving an increase in
reserves, predominantly at Edikan. Credit Suisse
downgrades to Underperform from Outperform on
valuation. Target is raised to $0.93 from $0.88. See
also PRU upgrade.

6.  PLATINUM ASSET MANAGEMENT
LIMITED (PTM) was downgraded to
Underperform from Neutral by
MacquarieB/H/S: 0/0/5

Macquarie downgrades to Underperform from Neutral
on valuation grounds. The rate of outflows remains
elevated in the December quarter, albeit moderating.
While the easing of outflows is encouraging, it
occurred without a meaningful improvement in
performance, the broker notes. Target is raised to
$4.30 from $3.85.

7.  SANTOS LIMITED (STO) was downgraded

to Hold from Add by MorgansB/H/S: 2/4/0

Having achieved the target, Morgans downgrades its
rating on Santos to Hold from Add. Target is raised to
$8.86 from $8.67. Production growth, fuelled by
development and acquisition, will remain a feature of
the company’s near-term operating results, in the
broker’s view. Morgans expects the low end of the
guidance range of 73-77 mmboe to be achieved in
2019.

8.  SUPER RETAIL GROUP LIMITED (SUL)
was downgraded to Hold from Accumulate
by Ord MinnettB/H/S: 4/3/0

Ord Minnett assesses there is downside risk to FY20
sales growth as the company is exposed to the
Australian bushfires because of its focus on camping
and outdoor goods. The strong share price
performance in 2019 has reduced the valuation
support, although the broker acknowledges the PE
multiple remains at a discount to peers. Ord Minnett
would become more constructive at a lower share
price and downgrades to Hold from Accumulate.
Target is steady at $10

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.

The above was compiled from reports on FNArena.
The FNArena database tabulates the views of seven
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major Australian and international stockbrokers: 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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My “HOT” stock —  I like Evolution mining
(EVN)
by Maureen Jordan

 
LIKE

Michael has a soft spot for Evolution mining (EVN).
“At its most recent report, the company detailed
lower production and higher costs,” he says.

“A narrowing of the ore body at a
shallower-than-expected depth has analyst slashing
their reserve estimates, and share valuations with it.

“The more than 30% share price fall in my view more
than prices the developments from a single report,
and comes despite the fact that gold prices in
Australian dollar terms are at historic highs,” he adds.

DISLIKE

Michael, however, doesn’t like Rio Tinto (RIO). “This
is a top-tier global miner with a long and usually
strong operating history. Its quarterly report was
well-received by investors, judging by the 2% lift in
Rio shares on the day,” he says.

“However, Rio also announced $2.5 billion in new
project approvals, and the share price is approaching
post GFC highs near $108.

“New project investment delays cash returns, and
increases operating and commodity exposure risks.

“Happy to take profits here,” he adds.

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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