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DOG stocks & 4 stocks that could break reporting season 

The strange viral-affected investing world right now has got me thinking about safer investing plays
and something called the ‘dogs of the Dow’ strategy. And that’s where I put my focus today.

In his article, Paul (Rickard) focuses on the 4 companies he thinks could make or break reporting
season, why you should watch them and why they’re so important. Could they drive the market
higher?

    Sincerely,

 
  Peter Switzer
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Is this the year of the DOG stocks?
by Peter Switzer

 
After a great start to the year with stocks up around
5% in January, share prices are now being
challenged by the implications of the Coronavirus and
its potential impacts on the Chinese economy,
China-dependent businesses such as Apple and
Caterpillar and even economies such as Australia, as
well as the related listed businesses that could be
negatively affected.

I’ve always argued here that a sell off this year was
on the cards but because the global and US
economies were on the up, thought it would be a
buying opportunity. This virus challenge has added a
negative variable I’m not sure about.

The strange viral-affected investing world right now
has got me thinking about safer investing plays and
something called the ‘Dogs of the Dow’ (DOD)
strategy.

With this strategy, an investor annually reinvests in
high-yield, Dow companies. The data from Dogs of
the Dow suggests this has been productive.

Wikipedia says: “The logic behind this is that a
high-dividend yield suggests both that the stock is
oversold and that management believes in its
company’s prospects and is willing to back that up by
paying out a relatively high dividend. Investors are
thereby hoping to benefit from both above-average
stock-price gains as well as a relatively high quarterly
dividend.”

Those who like this idea argue that blue chip
companies cope better with serious market
downturns and can keep their dividends relatively
elevated because they can more easily access credit,
can acquire companies in a downturn and have
access to high-level managers.

Recall CBA picked up Bankwest and Westpac
acquired St. George during the GFC. And both bigger
companies did well in the dividend-department over
the years following the 50% slump of the stock
market.

Also, speculators often buy blue chip stocks after a
big price fall. This helps the share price in ensuing
years.

Research I found at www.dogsofthedow.com  says
for the 20 years from 1992 to 2011, the Dogs of the
Dow matched the average annual total return of the
DJIA (10.8%) and outperformed the S&P 500 (9.6%).

Further, the website revealed that “the Small Dogs of
the Dow, which are the five lowest-priced Dogs of the
Dow, outperformed both the Dow and S&P 500 with
an average annual total return of 12.6 percent.”

And while this sounds good, the DOD strategy was
smashed by being just long the Dow or S&P 500 via
an ETF last year and did the same for a number of
recent years. However, it doesn’t mean the DOD
strategy is a dud for those who love and want
dividends.

You might like the idea of this DOD strategy but as I
read this, it made me think about the underlying
strategy of my own Switzer Dividend Growth Fund.
This is not meant to shoot the lights out, though it had
a great year in 2019, but was still beaten overall by
the S&P/ASX 200 Index.

Over the year, which was great for dividends due to
Bill Shorten, his franking credits policy and the
company reaction, SWTZ had a yield of 8.05% and
11.49%, if you include franking. Total return after fees
for the twelve months to the end of January was
18.87%, which was pretty good for a dividend-chaser
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but it was an exceptional year.

That said, I never wanted it to be primarily a total
return market beater but simply a reliable deliverer of
dividend income that should give a bit of capital gain.
This is becoming harder, as a lot of dividend payers
have become expensive and this drives the
percentage yield down.

That said, having a targeted goal of making a 4% net
return from dividends, with capital gain on top and
franking credits, is a pretty sensible way to go for lots
of investors who don’t want to roll the dice on higher
risk shares that could net great capital gains but could
fall like a stone in a crash. This would be made worse
if they were bad dividend payers.

Taking the ASX 200 top 30 stocks (like the 30 stocks
in the Dow) and relying on some of the best
dividend-payers, especially when they have had a
bad year, doesn’t look like a dumb strategy for those
of us who are trying to harvest dividends.

And companies such as Westpac, ANZ and NAB look
like local DOD stocks. Telstra was in 2018 but it has a
ripper of a 2019 and probably can’t be a dog stock
this year.

FNArena thinks Westpac has 5.6% upside, ANZ 2.9%
and NAB 5.3%. NAB’s forecasted dividend is 6.3%
before franking, ANZ 6.1% and Westpac 6.3%, which
makes them look attractive to cautious divided
players, even if they were ‘dogs’ in 2019!

No one knows when this bull market will fall over.
Before the Coronavirus, I was very confident that
2020 would be good for stocks. Right now, my jury is
out. I’m not a virus expert, so I’m losing a bit of
confidence, while remaining fully invested. That said,
over time, I will be boosting my exposure to good
dividend payers because if I miss the call on when
the bull market is over, I want to know my stocks will
be good dividend deliverers.

On tonight’s Switzer TV Investing programme, I will
ask my experts to rate some local stocks that have
had a chequered past to see if these dogs will have
their day in 2020.

To watch the show, simply click here to go to our

YouTube channel after 7pm tonight.

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 stocks that could drive the market higher in
February
by Paul Rickard

 
In today’s Report, James Dunn analyses the
companies reporting earnings over the next seven
days – who to look out for, what the market is
expecting, and the non-financial measures the market
will use to judge the quality.

In this article, I want to focus on the four companies
that I think could make or break reporting season.
Two report this week, while the other two don’t report
until the last week of February. Each is important
enough in its own right (albeit for different reasons),
as well as being a barometer for market sentiment,
such that a credible report will be a fillip to the whole
market and help drive it higher. Conversely, a poor
result could dent market confidence. Here are the
four to watch – and why they are so important.

1. CSL (CSL) – reports Wednesday 12 February

CSL, the global leader in blood plasma products and
number two globally in influenza vaccines, is now
Australia’s second biggest company by market
capitalization – accounting for a massive 7.6% of the
entire ASX. On current trends, it will shortly overtake
the Commonwealth Bank to be Australia’s biggest
company.

It has had a phenomenal run. Up 16% already in
2020, this followed a rise of 49% in calendar 2019 to
be Australia’s best performing large cap stock. And if
you were lucky enough to purchase shares in the
original IPO of the Commonwealth Serum
Laboratories in 1994 at an effective price of $0.77 per
share, you have seen a gain of over 42,000%.

CSL – 2/2015 to 2/2020

For years, many of Australia’s major fund managers
shunned CSL. They argued that it was too expensive
(it trades on a multiple of around 45 times forecast
FY20 earnings), was expensive on a relative basis
compared to global health care peers, and that its
growth trajectory was unsustainable. Retail investors
also shunned the stock because it doesn’t pay a
franked dividend and the yield barely gets above 1%
pa.

But these investors have been caught out, and
because CSL has become so big, they can’t afford to
be “under-weight” any longer. In the institutional
funds’ management business, consistent
underperformance relative to the benchmark index is
death. An underweight position in CSL is a huge risk,
even for defensive, income oriented funds, and many
managers have been forced into buying CSL to
minimise the tracking risk. Long “value” stocks and
short “growth” stocks, they are fighting the
momentum in the market which is  with “growth”.
Together with a shortage of stocks in Australia with
top and bottom line growth, these factors are driving
the rush to buy CSL and its phenomenal price
performance.

In fact, CSL’s guidance for profit and sales growth in
FY20 (by historical CSL standards) is relatively
modest. It has guided to full year revenue growth in
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FY20 (on a constant currency basis and after
adjusting for a change to its distribution model in
China) of 10%. For profit, it has guided to a full year
profit in the range of US$2,050m to US$2,110m – an
increase of 7% to 10%.

CSL has a history of “over-delivering” and surprising
on the upside when it delivers its profit results. The
market will be hoping that CSL can do it again when it
reports on Wednesday. First half profit, which is
seasonally higher than the second half, is forecast to
come in around US$1,270m. While this is important,
the market will be more interested in its profit
guidance for the full year, and the trajectory of sales
growth. If CSL raises guidance or says that it should
come in at the top end, this will be an important
confirmation for those investors who have made the
switch back to growth companies such as CSL, and
will be a fillip to the whole market. If CSL disappoints,
the market could be tested.

2. Commonwealth Bank (CBA) – reports
Wednesday 12 February

Commonwealth Bank also reports this Wednesday.
As Australia’s largest company by market
capitalization, and the leader in the market’s biggest
sector, financials, it is always important when it
reports. But with the major banks still largely out of
favour with the market, any suggestion that things
could be on the up with the CBA would be a fillip for
the market.

It is also trading at close to a record premium
compared to its major bank rivals. On forecast
earnings for FY21, CBA is priced at a premium of
35% to Westpac and NAB, and around 38% to the
ANZ. Expectations are high!

The Bank provided an update for its first quarter and
reported a cash profit of $2.26bn. This quarter will be
impacted by a provision for bushfire claims, but
should come in at around about the same level giving
a half year total of $4.5bn. This will be an
improvement on the June half year adjusted outcome
of $3,816m, but down on the corresponding half in
FY19 of $4,676m.

Key areas that the market will focus on are:

The maintenance (or not) of the dividend at
200c per share – and what this says about
Management’s confidence in future earnings;
The trajectory of the net interest margin;
Volume growth, particularly in relation to
home loans. In the first quarter, CBA grew its
home loan book by 3.5% and business
banking loans by 2.8% compared to the final
quarter of FY19;
Operating expense growth – is this flat, or
very, very low digit?
The possibility of an off-market share
buyback, with some analysts suggesting that
CBA could announce a buyback in the range
of $1.5bn to $2bn.

Commonwealth Bank – 2/15 to 2/2020

3. Woolworths (WOW)- reports Wednesday
February 26

Over the last 12 months or so, Woolworths has also
enjoyed a phenomenal run as the so called
“expensive defensives” have become even more
expensive. These are stocks with very predictable
earnings, low volatility and typically low growth.
Examples include consumer staples such as
Woolworths and Coles, Transurban, Sydney Airport
and the property trusts. Woolworths is currently
trading on a multiple of 29.3 times forecast FY20
earnings and 27.1 times forecast FY21 earnings.

Woolworths – 2/15 to 2/2020
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Competitor Coles provided an update last week,
detailing a better overall earnings performance for the
half year and an improvement in sales for the second
quarter. Food sales on a comparable store basis
increased in the second quarter by 3.6%, following an
increase of 0.9% in the first quarter. Woolworths,
which had an outstanding first quarter growth rate of
6.6% for food in part due to the success of its Lion
King Ooshies promotion, should maintain its
leadership over Coles and also deliver a strong
second quarter.

Woolworths will provide an update on the separation
of its Endeavour Drinks business (hotels, Dan
Murphy’s, BWS), and the remediation of a staff
underpayment issue. The market will also be
watching for progress in relation to the troubled BigW
division – sales growth and movement back towards
profitability. A small lift in dividend is expected – from
45c to 47c per share.

As the largest of the “expensive defensives”, a
strong result by Woolworths will help to sustain the
momentum these stocks have enjoyed.

4. Afterpay (APT) – reports Thursday 27 February

Afterpay is one of the leaders in the information
technology sector – the second best performing
sector on the ASX after healthcare – and a sector that
typifies the growth thematic. Xero is probably a better
regarded stock, but it is not reporting during this
earnings season and so the market will take its cues
from Afterpay.

Forget about earnings (although Afterpay is expected
to become profitable in FY20), this is just about the
growth drivers and in particular, growth in the USA. In
the last 12 months, Afterpay’s share price has more

than doubled largely on the back of a view that
Afterpay can become hugely important and a leader
in the ‘buy now, pay later’ category in the USA.

Afterpay – 6/17 to 2/2020

The company has already provided an update for the
first four months of the half year to 31 October. The
market will be focussed on whether the growth has
been sustained in the final two months, and
management’s outlook for the next six months.

To recap, these were the highlights from the October
trading update:

Number of active merchants – to 31/10/19, up
96% on previous corresponding period in
2018 and up 22% on prior 4 months;
Active customers – up 137% on previous
corresponding period and 32% on prior 4
months; and
Sales – $2.7bn to 31/10/19, which was up
110% on previous corresponding period and
22% on the prior 4 months.

Frequency trends (how many times customers are
purchasing using Afterpay), as well as the net
transaction margin (an expectation that this hasn’t
deteriorated) will be other key watchpoints.

The composition of growth will also be important, with
accelerating growth in the USA and the UK offsetting
decelerating growth in Australia.

And while it is tempting to dismiss Afterpay and some
of the other darlings in the information technology
sector, they represent that other really strong market
thematic – growth stocks are becoming even more
expensive. That’s why Afterpay, as a market leader
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in this sector, is important in relation to how earning
season is viewed. Its report will help shape market
sentiment, with a strong report boosting confidence
and potentially giving the market a lift higher.

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 views on reporting heavyweights CBA,
Telstra, CSL and Woodside!
by James Dunn

 
The half-year reporting season moves into prime time
this week, with the first of the heavyweight reports, in
the form of Commonwealth Bank (half-year), CSL
(half-year) and Telstra (half-year), as well as full-year
(December 2019) results from Woodside Petroleum,
QBE Insurance and the beleaguered AMP.

Commonwealth Bank’s interim result on Wednesday
will draw a lot of attention. Investors are likely to see
a cash profit of about $4.4 billion – down from $4.7
billion a year ago – and an outlook that remains
subdued, as compliance and regulatory costs rise
faster than the bank can grow its loan book. There is
the possibility of some capital management initiatives,
and investors will be closely watching the interim
dividend ($2 a share last year) for an indication that
the expected $4.31 full-year payout for FY20 is at
least going to be matched.

CBA is still viewed as one of the market’s most
reliable dividend milk-cows – on analysts’ consensus
estimates, it trades at a prospective FY20 yield of
5.1% fully franked (grossed-up: 7.3%). But investors
buying that yield at present are, on analysts’
expectations, taking price risk. CBA trades at $84.80,
but the analysts’ consensus target prices are $74.00
(Stock Doctor/Thomson Reuters), $73.414 (FN
Arena).

In price terms, CBA has traded sideways for five
years, with a five-year total return of a paltry 3.8% a
year. However, every shareholder in CBA has their
own yield situation, stemming from their own
purchase price. Ten years ago, in February 2010, the
shares cost $52. To someone who bought the shares
then, the expected FY20 fully franked dividend of
$4.31 represents a dividend yield of 8.3%, equivalent
to a grossed-up yield of 11.8%.

Even better, shareholders who bought the stock in

the first tranche of its privatisation back in 1991 paid
$5.40 a share will earn a yield, at a dividend of $4.31
a share, of 79.8% – which grosses-up to 114%.

Still, investors know by now that rising bank earnings
(and dividends) are not axiomatic – CBA is expected
to show sub-1% earnings growth in FY20.

Biotech star CSL also reports half-year numbers on
Wednesday, and it is in a completely different
situation in terms of dividend yield – in that there
barely is one. Consensus expectations project a 1%
dividend yield for FY20 – and unfranked, at that.

But CSL is the best Australian example of Bill Gates’
comment about Microsoft many years ago: “the
dividend is the share price.” CSL’s total return
(capital gain plus dividends) over the last five years is
31.2% a year.

For the full year, analysts expect earnings per share
(EPS) growth of 14.2% (Stock Doctor/Thomson
Reuters) and 9.9% (FN Arena): CSL reports in US$.
For the half-year, a net profit of about US$1.27 billion
is expected. The crucial figure there is revenue
growth in CSL’s immunoglobulin (IG) business,
which is a major driver of the stock’s performance.
Broker UBS expects to see volume growth of more
than 16% in the IG segment.

CSL is guiding for FY20 full-year net profit of between
US$2.05 billion and US$2.11 billion on a constant
currency basis – up from US$1.92 billion in FY19 –
and it’s possible that it could lift this guidance in the
first-half results.

Again, though, much of the business’ strength is in
the price: CSL is trading above $320.03, where
analysts’ consensus target prices are $305.64 (Stock
Doctor/Thomson Reuters), $286.986 (FN Arena) and
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$294.34 (Bloomberg Data.)

Telstra’s half-year result on Thursday should bring
net profit of about $1.2 billion, slightly lower than last
year, but there is a possibility that the telco giant will
surprise on the upside: full-year expectations are for
TLS to return to profit growth after a 40% slump in
FY19, with Stock Doctor/Thomson Reuters pegging
analysts’ full-year FY20 profit estimates at 22.1%,
and FN Arena expecting 13.3%. Telstra has struggled
in recent years, and has actually gone backwards in
terms of total return over the past five years – losing
shareholders 5% a year, on Stock Doctor/Thomson
Reuters numbers.

However, Telstra looks likely to start turning that
around: at $3.79, Telstra is priced below analysts’
consensus target prices of $4.00 (Stock
Doctor/Thomson Reuters) and $4.043 (FN Arena)
and offers a projected FY20 dividend yield of 4.2%,
fully franked (grossed-up 6%). For these
expectations, it is crucial that the interim dividend of 8
cents per share is maintained.

Global packaging leader Amcor (AMC) is also out
with US$ half-year earnings on Wednesday: the
market is looking for about US$479 million in net
profit, up from US$328.5 million a year ago. This
would buttress optimistic full-year expectations:
Thomson Reuters posts an analysts’ consensus EPS
growth expectation of +40.2%, while FN Arena sees
+67.1%. But Amcor appears fully priced at $16.18),
against analysts’ consensus target prices of $15.93
(Stock Doctor/Thomson Reuters) and $16.243 (FN
Arena). The stock is priced at a FY20 yield of 4.3%,
unfranked.

Insurance pair Suncorp Group (SUN) and Insurance
Australia Group (IAG) report half-year numbers on
Tuesday and Wednesday respectively. In two
separate announcements, Suncorp has reduced its
insurance margin forecasts on the back of three
natural hazard events since the start of the second
half of the financial year – being the
Victoria/NSW/Tasmania bushfires, the South-East
states hailstorms and the south-east
Queensland/NSW heavy rain. The market has been
relaxed with this.

In January, IAG (whose brands include NRMA

Insurance, CGU Insurance, RACV and WFI) told the
market it was is on track to blow its natural perils
allowance for the second year in a row due to the
catastrophic bushfires, and the hailstorms. IAG’s
reported insurance margin is expected to land
between 14.5% and 16.5%, down from previous
guidance of 16% to 18%.

The company did not make any change to its
earnings guidance, but some brokers lowered their
estimates.

At $12.65, SUN compares well to analysts’
consensus target prices of $13.43 (Thomson
Reuters), $13.351 (FN Arena); as does IAG, at $7.07
versus analysts’ consensus target prices of $7.78
(Stock Doctor/Thomson Reuters), $7.479 (FN Arena).
SUN is priced at a FY20 dividend yield of 5.6%, fully
franked (grossed-up: 8%) while IAG’s expectations
imply a FY20 dividend yield of 4.1%, 81% franked
(grossed-up: 5.5%).

Global financial systems, software and services
provider Computershare (CPU) reports half-year
numbers on Wednesday. FY20 guidance released
late in 2019 was lower than some analysts expected:
the company will update this guidance at the first-half
results, and there could be a downward surprise. The
stock is over-valued on analysts’ consensus, trading
at $17.68 versus analysts’ consensus target prices of
$17.56 (Stock Doctor/Thomson Reuters) and $16.246
(FN Arena).

Troubled wealth group AMP reports full-year results
on Thursday: the market expects profit of about $540
million–$550 million, well down on 2018’s $2.4
billion. There appears to be very little to attract an
investor back into AMP at present: at $1.745, the
share price is close to analysts’ consensus target
prices of $1.70 (Stock Doctor/Thomson Reuters) and
$1.827 (FN Arena), and the FY20 dividend yield on
offer is relatively desultory, at 1.7%, 90% franked
(grossed-up 2.4%).

Also up for full-year results is Woodside Petroleum
(WPL) on Thursday: the market expects about
US$1.27 billion in net profit, up from US$1 billion last
year. Woodside’s growth drivers over the next few
years will be progress in bringing its big
developments at Scarborough and Browse (Australia)

09Monday 10 February 2020



and Sangomar (Senegal) into development, as it
scales-up to meet rising gas demand. At $33.85,
WPL is priced well beneath analysts’ consensus
target prices of $37.37 (Stock Doctor/Thomson
Reuters) and $36.734 (FN Arena), and is also
attractive on a yield basis, priced at a prospective
FY20 dividend yield of 4.1%, fully franked
(grossed-up: 5.8%).

US$ full-year results will also come from QBE
Insurance on Monday 17 February. The market
expects a cash profit of about US$778 million, up
from US$715 million a year ago. There is possibility
for a positive surprise, and there would need to be to
make QBE attractive: at $14.02, QBE is at the
analysts’ consensus target prices of $14.03
(Thomson Reuters) and $14.087 (FN Arena), and the
FY20 expected dividend yield of 3.5%, 60% franked
(grossed-up: 4.4%) does not look alluring enough.

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

 
Stockbroking analysts may have been slow to jump
into action in the first weeks of the new calendar year,
there is no disputing they’ve become busy now that
the February reporting season is upon us.

For the week ending on Friday 7 February 2020,
FNArena counted no less than 26 upgrades in ratings
for individual ASX-listed stocks against 16
downgrades.

The real story might be found in changes to earnings
estimates and valuations/price targets. While
adjustments to forecasts carry a bias to the downside,
valuations and price targets are most likely to be
revised upwards. As such, analysts are justifying the
strong start for the local share market in January.

ANZ Bank, Harvey Norman and Janus Henderson all
received two upgrades during the week as 14 of the
26 upgrades provided investors with fresh Buy
ratings. Oil Search was the week’s sole receiver of
two downgrades on the back of political stasis in
PNG. Seven downgrades resulted in new Sell ratings.

A lot more action can be found in both tables for
amendments to earnings forecasts. Alacer Gold takes
the week’s top spot for positive changes to forecasts,
well ahead of Janus Henderson, Fonterra, Cimic
Group, and Coles Group. Negative adjustments are
much larger in size, with Orocobre’s forecasts taking
the largest hit, followed by Virgin Money UK,
OceanaGold, Pilbara Minerals, and FlexiGroup.

The local reporting season steps it up one notch in
the week ahead.

In the good books

ALACER GOLD CORP (AQG) was upgraded to
Outperform from Neutral by Credit Suisse B/H/S:

3/0/0

2019 net profit materially exceeded Credit Suisse
forecasts as an additional tax credit was realised,
partly offset by unrealised non-cash FX losses. No
dividend was declared, as expected, with the focus
remaining on debt repayment. The company is intent
on growing oxide reserves and production and
advancing its geological understanding of
Cakmaktepe and Ardich as well as increasing the
sustainable Copler production. Credit Suisse
upgrades to Outperform from Neutral. Target is
steady at $7.20.

BORAL LIMITED (BLD) was upgraded to Buy from
Neutral by UBS B/H/S: 1/3/0

UBS observes Boral is trading at a steep discount to
the market and suspects this reflects expectations
that the 2019 underperformance will continue into
2020. While the previous year was difficult, FY20
guidance assumes a catch up is possible in the
second half. The broker suspects investors are
increasingly worried that the diverse operating
footprint will stretch management. However,
downside risks are considered limited and UBS
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upgrades to Buy from Neutral. Target is raised to
$6.00 from $4.90.

BANK OF QUEENSLAND LIMITED (BOQ) was
upgraded to Neutral from Sell by Citi B/H/S: 0/4/3

Citi believes the majority of the near-term downside
for Bank of Queensland has played out. The dilution
from funding the restructuring plan has been
quantified and CET1 will be at the upper end of the
target range. A reduction to the final dividend is
considered priced in and the broker upgrades to
Neutral from Sell. Target is $7.75.

COLES GROUP LIMITED (COL) was upgraded to
Neutral from Underperform by Credit Suisse
B/H/S: 0/3/3

Credit Suisse remains constructive about the
company’s strategies to date. The second quarter
sales growth accelerated to 3.6% and beat
expectations. The broker also believes the ability of
Coles to catch up to Woolworths (WOW) in terms of
performance is not difficult. Rating is upgraded to
Neutral from Underperform. Target is raised to $16.00
from $13.17.

See downgrade below.

CSR LIMITED (CSR) was upgraded to Buy from
Sell by UBS B/H/S: 2/1/2

UBS adopts a more bullish approach to property
valuation and upgrades CSR to Buy from Sell. The
broker would not be surprised if more land sales were
used to prop up earnings and therefore assesses a
negative catalyst is absent. Aluminium’s negative
aspects remain a drag but the broker believes this is
factored into the price. Targets raised to $5.24 from
$3.60.

GENWORTH MORTGAGE INSURANCE
AUSTRALIA LIMITED (GMA) was upgraded to
Outperform from Neutral by Macquarie B/H/S:
1/0/0

Macquarie suggests Genworth Mortgage Insurance
has signalled the end of the “run off” thesis with its
2019 result and the beginning of a growth thesis.
Gross written premium grew 32.8% in the fourth

quarter compared to 24.4% in the third. The broker
has increased its net earned premium forecast to
above the guidance range. Macquarie sees the
opportunity for multi-year improvements to loss ratios
and upgrades to Outperform. Target rises to $4.30
from $4.10.

JANUS HENDERSON GROUP PLC. (JHG) was
upgraded to Outperform from Neutral by
Macquarie B/H/S: 3/0/1

Janus Henderson beat earnings forecasts in the
December quarter but the underlying result was
weak, Macquarie suggests, given a strong market
performance and currency movements offset ongoing
outflows while increased performance fees were
offset by higher employee expenses. Institutional flow
pressures remain but the broker is encouraged by
improving retail momentum. To that end, and with the
stock trading at a -22% discount to its five-year
average PE, Macquarie upgrades to Outperform and
sector preferred status. Target rises to $42.80 from
$34.50.

SEEK LIMITED (SEK) was upgraded to
Outperform from Neutral by Credit Suisse B/H/S:
3/2/1

The week macro environment creates a risk for
near-term guidance, in Credit Suisse’s view. FY20 is
expected to be affected by weak domestic volumes,
the direct impact of coronavirus on the Chinese
labour market and any knock-on impact on Asia.
Estimates are lowered as a result. Longer-term, the
dynamics are intact. Given the upside from current
trading levels, Credit Suisse upgrades to Outperform
from Neutral. Target is raised to $23.80 from $19.60.

SENEX ENERGY LIMITED (SXY) was upgraded to
Overweight from Equal-weight by Morgan Stanley
B/H/S: 3/3/0

Morgan Stanley upgrades to Overweight from Equal
-weighted and raises the target to $0.45 from
$0.41. The broker believes the stock has
underperformed for a number of years but 2020
should bring strong progress on the gas assets. The
stock is expected to slowly re-rate as investors see
the production and cash flow build. Industry view:
In-Line.
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In the not-so-good books

BEACH ENERGY LIMITED (BPT) was downgraded
to Underweight from Equal-weight by Morgan
Stanley B/H/S: 0/4/2

Morgan Stanley downgrades to Underweight from
Equal-weight. The broker observes the company is
moving to a more difficult execution phase and has
outperformed significantly. The stock is now implying
significant growth in reserves in the Cooper Basin
and large value for the Waitsia project. Target is
$2.00. Industry view: In Line.

COLES GROUP LIMITED (COL) was downgraded
to Reduce from Hold by Morgans B/H/S: 0/3/3

The first half sales update was better than Morgans
expected, as all divisions delivered solid growth. The
company has advised first half earnings are likely to
be between $710-730m. While at the headline level
the update appears well and good, adjusting for
favourable movements in non-operating earnings
means a weaker outcome than the broker anticipated.
Finding it hard to justify the stretched valuation,
Morgans downgrades to Reduce from Hold. The
company will report its first half result on February 18.
Target is raised to $14.29 from $14.01.

See upgrade above.

CALTEX AUSTRALIA LIMITED (CTX) was
downgraded to Equal-weight from Overweight by
Morgan Stanley B/H/S: 0/5/0

Morgan Stanley downgrades to Equal-weight from
Overweight as the stock has traded up to the price
target and risks are building to the downside should
takeover discussions stall. Target is $34. Industry
view is In-Line.

HT&E LIMITED (HT1) was downgraded to Neutral
from Outperform by Credit Suisse B/H/S: 0/3/1

With the metro radio market down -9.4% in the
December half, Credit Suisse observes the company
faces difficult trading conditions. Still, the broker
continues to expect the Australian Radio Network will
outperform the market as it has had a solid ratings
performance. Rating is downgraded to Neutral from
Outperform, given limited upside from current trading
levels. Target is reduced to $1.65 from $1.90. See
also HT1 upgrade.

MIRVAC GROUP (MGR) was downgraded to
Equal-weight from Overweight by Morgan Stanley
B/H/S: 2/4/0

First half results were slightly below forecasts. Full
year guidance for earnings per share of 17.6-17.8c
has been maintained. Morgan Stanley remains
cautious about the company’s ability to outperform in
the near term along with a perceived earnings hole in
FY21. While office comparable net operating income
growth was 5.6%, incentives have crept up to 20% for
leases signed. The broker downgrades to
Equal-weight from Overweight. Target is reduced to
$3.40 from $3.45. Industry view is In-Line.

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.

14Monday 10 February 2020



Our “HOT” stocks
by Maureen Jordan

 
MICHAEL LIKES… 

“I like ASX 200 Index Put options”, Michael says.
“Put options go up in value when the market falls.

“Investors can buy a June put option at the 6650
level (i.e. 95% of the current level) for 115 points.

“If an investor has a portfolio that matches the index,
this means they can protect 95% of its value, until 18
June, at a cost of 1.7% of their portfolio,” he adds.

MICHAEL DISLIKES…

However Michael doesn’t like CSL’s share price. “I
love the company but the share price is way too
frothy,” he says.

“Over the last decade, the PE averaged 25. It’s now
at 46x — the highest ever.

“The stock is priced for perfection, and any slip at this
week’s results announcement could send it
tumbling,” he adds.

Source: Google

JULIA LIKES…

Meanwhile, Julia Lee likes Adelaide Brighton (ABC).
“The housing market has moved from falling house
prices and uncertainty in 2018/early 2019 to rising
house prices, improving loan growth and positive

trends in house and unit approvals,” she says.

“While the bushfires and flooding in early 2020 are
likely to have dampened demand in the short term,
this should also mean a rebound, as rebuilding takes
place.

“In addition, with the Barro family owning 43% of
ABC, there is upside risk from any potential takeover.

“Any bad news here should be seen as an
opportunity to accumulate,” she adds.

Source: Google

JULIA DISLIKES…

“Given the commentary from leader REA Group on
the back of a weaker residential performance, DHG
looks to disappoint,” Julia says.

“Domain is close to having signed up available
agents and listings and hence growth comes from
residential listings.

“The main drag on performance is the weak listings
volume in Australia.

In this tough market, DHG looks like there are harder
times to weather before an improved outlook.

“Risk to this negative view comes if there is an earlier
improvement in listing volumes,” she adds.
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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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