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Should you invest in the 9 hottest stocks in the world?; 3
more stocks to add to the takeover-target watchlist 

Charlie Aitken thinks there’s never been a better time to invest in some of the hottest stocks in the
world. In his article today, he explains that by playing it safe and only investing locally,
you’ve basically turned your back on 98.1% of the global listed equity opportunity set. Charlie looks at
Amazon, Netflix, Microsoft, Shopify, Atlassian, Tencent, Apple, Alphabet and Facebook. 

    Sincerely,

 
  Peter Switzer
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Should you invest in the 9 hottest stocks in the
world?
by Charlie Aitken

 
The old adage is “don’t have all your eggs in the one
basket”. In terms of investing that is sage advice, but
even more so in a period of unprecedented global
economic turmoil. 

2020 has seen very wide divergence in performance
between equity sectors, geographies and individual
stocks. The worst asset allocation you could have
had was to be 100% invested in large cap Australian
equities in Australian dollars. The weighting of widely
held Australian banks has played a key role in that
poor performance. 

I have been banging the drum about the
diversification attractions of leading global equities for
years. The first slide in my AIM presentation deck is
“why global” and it’s never been more pertinent than
right now. 

 

Just to remind everyone if you only invest in
Australian equities, you limit yourself to just 1.9% of
the worlds listed equity investment opportunities.
You’ve basically turned your back to the other 98.1%
of the global listed equity opportunity set. To me,
that isn’t sensible. 

Similarly, if you only invest in Australian equities, you
limit yourself to a market that is dominated by
financials and resource stocks, both of which have
unfavourable performance characteristics in a global
recession. 

However, most importantly, if you only invest in
Australian equities, you are resigned to the fact your
portfolio will not have technology stocks, with
information technology and communication services
grossly underrepresented in Australian vs. global and
US equity benchmarks. 

Finally, if you only invest in Australian equities it
means the only currency you have exposure to is the
Australian dollar, a commodity currency linked to
global growth prospects and Chinese demand for our
natural resources. The Australian dollar is -7.7% vs
the US dollar in 2020. 

To reinforce to you the power of diversification in
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2020, I thought it would be worth noting the
performance of a selection of leading global
technology companies in Australian dollars . These
are the returns unhedged Australian investors have
generated in what are household technology names,
many of which you would use in your own life every
day.  

Amazon +37.5% 

Netflix +45% 

Microsoft +26% 

Shopify +102% 

Atlassian +58% 

Tencent +26.4% 

Apple +15.7% 

Alphabet +11.5% 

Facebook +11.4% 

The NASDAQ Composite Index is +9% in AUD for
2020, while the ASX200 is -20%. CBA is -25% and
WBC -37%, for example. Home bias has cost
Australian investors dearly in 2020 and will continue
to, as we slowly emerge from COVID-19 lockdowns. 

The point is you didn’t have to take high risk to
achieve solid positive returns from diversification to
world leading technology companies, most of which
are listed in the United States. You simply had to own
a smattering of the world’s best mega cap
technology stocks, while avoiding anything deeply
cyclical or financial. 

Thankfully my AIM Global High Conviction Fund has
been unhedged to the Aussie dollar and well exposed
to leading global technology stocks. While we don’t
have all our eggs in the global technology basket as
such, the exposure has driven positive CYTD returns
and positive FYTD returns and more than offset any
falls we have experienced in consumer
facing investments. We are also well ahead of
benchmarks. 

The reason we remain attracted to leading global
mega cap technology stocks is unchanged. They
produce the best returns on their capital base. I’ve
shown you this table before but today I think it’s
more relevant than ever. It’s a proprietary AIM table
and it shows how much capital a given sector
requires to operate and the returns they generate
from that capital. 

 

The thin green bar is Information Technology, the big
flat fat grey blob is Financials. This return on capital
deployed analysis is why we own no financials and
have 25% of the fund in IT. Financials simply don’t
make an acceptable return on the capital they have
deployed. If you’re wondering why NAB shares are
the same share price as 25 years ago, refer above. 

The other clear attraction of mega cap global
technology stocks is balance sheet. There are
fortress balance sheets that own between $20b and
$150b of cash. In a time of economic crisis those
fortress balance sheets are a huge strategic
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advantage. It also allows mega cap global technology
stocks to continue with large cap stock buyback
programs, funded from free cashflow. 

Today I though you may find a quick summary of the
recent Alphabet (GOOG.US) result, which illustrated
the resilience and strength of this great business
model. 

Alphabet 

Alphabet was somewhat emblematic of a pattern that
repeated itself with many of the businesses we own:
a strong start to the year, followed by a rapid decline
in revenues from March onwards as lockdowns
began to be enforced around the world.  

Being in the advertising business, Google was
squarely in the firing line of the economic impact of
the global lockdown measures as marketing budgets
were being cut across the board – particularly in the
travel sector, which makes up a substantial
component of Google’s revenue. 

However, the business proved more resilient than
feared; revenues were still up by around +13%,
though the business experienced a substantial
contraction in demand in March. Importantly,
management indicated that there were some tentative
signs of the decline in year-over-year revenues
stabilising in the mid-teens levels – well above the
worst-case outcomes many had modelled for.
Importantly, because search provides a measurable
return on investment for advertisers, it is likely to
bounce back relatively sharply once businesses
re-open and need to attract the marginal
consumer/buyer. If anything, Google’s ability to
target potential buyers makes their service arguably
more valuable during a time of economic distress,
even as overall ad budgets are in decline.  

Beyond Search, YouTube is also experiencing a
substantial increase in engagement as many users
are stuck at home, though brand advertising revenue
spending has weakened over the period. Despite this
dynamic, revenues still grew by 33% year-over-year,
indicating the resilience of this part of the platform. 

Google Cloud Platform also reported solid revenue
growth as the rapid shift to remote working and

education benefited this line of business. G Suite –
the suite of productivity applications offered by
Google, comparable to Microsoft Office – also saw
increased uptake. 

This result showcased the benefit of the other
revenue streams the business has cultivated over the
years. While the primary driver of revenues is still
online advertising, the mix of businesses provides
some diversification during times of distress. 

The company still has a fortress balance sheet
($120b cash), and little debt. Even if revenues decline
for a period, there is no doubt the business will
survive, and in our minds further entrench its
competitive position. 

While mega cap tech has done very well in 2020 for a
variety of fundamentally justified reasons, my view
remains that this is a sign of things to come in terms
of a recognition that in the new world we are entering
these are the business that the world simply
can’t open for business without. Mega cap Tech is the
new “defensive” sector, particularly so when you
take balance sheet into account. 

If ever there was a case for portfolio diversification
and losing a bit of the home bias, it is right in front of
you in 2020. 

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 more stocks to add to the takeover-target
watchlist
by Tony Featherstone

 
I have written on takeovers for this Report for many
years. Some stocks screaming takeover never got
a bid, yet rewarded long-term investors because they
were quality companies. Some taken over leapt after
the bid, after years of losses. 

Caveats aside, identifying takeover targets is useful
because it forces you to think about company quality,
management, sustainable competitive advantage and
why the business would be worth more to another
company. And, mostly, valuation. 

Larger companies, direct rivals and private-equity
firms do broadly similar analysis in identifying targets.
They, too, want to find undervalued companies worth
more if bolted onto a larger business, split up,
recapitalised, improved or with new management. 

All investors have their own style and performance
metrics they look at with takeover targets. But as I
have said before, never buy a stock based on
takeover alone. Speculating on who might buy what
and when, and for what price, is risky. Own
high-quality companies run by high-quality people
and buy them when they trade below fair value. 

Here are three more stocks to add to the
takeover-target ideas list: 

1. Webjet (WEB)

The online-travel group has been touted as a
takeover target since 2015. Its share price leapt 10%
in early December 2019 amid speculation that a
private-equity group was hovering. 

It was another example of “buy the rumour, sell the
fact”. Webjet quickly announced no offer had been
made. Webjet traded around $9 during that bout of
takeover speculation; now it trades at $3.24. 

Like other travel stocks, Webjet has been smashed
by Coronavirus (COVID-19) and its staggering impact
on domestic and international travel. 

Webjet raised $346 million in April 2020 to strengthen
its balance sheet, such has been the impact of
COVID-19. Like several other emergency capital
raisings during this crisis, Webjet’s offer was heavily
discounted at $1.70 a share for institutions. 

Private-equity bidders were rumoured to be willing to
stump up $2 billion to buy Webjet last year; the
company’s current market capitalisation is $1.1
billion after a 68% fall in its total return (including
dividends) over one year, Morningstar data shows. 

Webjet, and all travel companies for that matter, are a
different proposition after COVID-19. The virus has
fundamentally changed the travel industry and some
people, particularly those older or with health
conditions, might never travel in the same way again. 

For all the short-term challenges, Webjet has an
excellent market position and brand recognition, and
the future of travel bookings is clearly online.  

Forget about this year’s full-year earnings;
COVID-19 has stopped Webjet in its tracks. Focus on
the next two years: the company is well funded after
its capital raising, will benefit as younger consumers
starved of travel book holidays next year, and must
appeal to a private-equity firm or multinational online
travel group at the current price. 

Chart 1: Webjet 
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2. Monash IVF Group (MVF)

Like Webjet, Monash IVF Group was thumped by
COVID-19. The Fertility Society of Australia in March
2020 recommended that patients planning to start
fertility treatment consider postponing it, putting the
IVF sector in limbo. 

A few weeks later, the Federal Government
announced that IVF clinics could reopen, helping new
and existing IVF patients, some of whom were
distressed at having to put their treatment on hold.
Depending on the State, certain IVF restrictions are
still in place, but the industry is at least starting to
resume. 

Social-distancing requirements almost certainty mean
fewer patient visits to IVF clinics, reduced demand for
fertility services and lower sector profitability this year
and probably next. 

Longer term, economic recession could affect IVF
demand if more people cannot afford fertility services
or out-of-pocket expenses after health insurance. 

Monash IVF Group raised $80 million from institutions
in April 2020 to strengthen its balance sheet, at 52
cents a share (its retail offer is still open). That
compares to its 52-week high of $1.43 and its IPO
offer price of $1.85 a share when the stock listed on

ASX in 2014. 

In 2016, Monash IVF traded above $2.60. The market
could get not enough of the stock then because the
trend of more women delaying childbirth and seeking
fertility services was compelling for investors. The
pitch was fertility services were a highly defensive,
long-term growth industry as more couples and
singles needed help to have babies later in life. 

Monash IVF shares slumped between 2017 and 2019
as the market fretted about rising competition in IVF,
lower profit margins and ructions within the company.
The loss of some key Monash IVF doctors, some of
whom left to start their own independent IVF clinic –
and grumblings about the business in the media –
spooked investors. 

But every stock has its price. The long-term thematic
of IVF growth remains: business forecaster IBISWorld
expects annualised industry revenue growth of 1.9%
over five years to FY25 as a rising maternal age,
growth in ancillary fertility services and higher
success rates drive demand. 

IBISWorld’s 1.9% forecast compares to 0.2%
annualised growth over 2015-2020, in a subdued
period for the sector. 

Despite recent challenges, Monash IVF is that
market’s second-largest player after Virtus Health. It
has a prominent brand and an excellent record (it is a
global pioneer in IVF treatment). The loss of key
fertility specialists hurts, but Monash IVF still has
long-term growth ahead as it buys smaller clinics,
expands into related health services and develops in
Asia. 

To my thinking, Monash IVF always looked like it
should have remained in private ownership.
Corporatisation of medical services is hard at the best
of times, let alone in sector that helps make babies
and has all the ethical and regulatory issues coming
with that. 

At its current price, Monash IVF must appeal to a
private-equity firm that could buy the business and
help turn around its fortunes under private ownership.
Monash IVF was a great company when privately
owned and could be again with the right investors. 
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Chart 2: Monash IVF Group 

 

Source: ASX 

3. Super Retail Group (SUL)

The discretionary retailer last month made Macquarie
Wealth Management’s much-discussed list of 38
potential takeover targets for Wesfarmers, along with
several other retailers. 

Although Super Retail has supply-chain synergies
with Wesfarmers through the latter’s K-Mart,
Officeworks and Target operations, a friendly
acquisition is unlikely. Wesfarmers has enough retail
exposure and its work cut out fixing the
underperforming Target chain. 

Wesfarmers aside, the well-run Super Retail has
appeal for other suitors. The stock is down 23% on a
total-return basis over one year (including dividends),
Morningstar data shows. Its $6.65 share price
compares to $10.40 in late 2019. 

I rate Super Retail on a few fronts for potential
acquirers. First, the owner of Supercheap Auto, BCF
(Boating, Camping, Fishing), Macpac and Rebel
Sport has some of this market’s best
retail franchises. 

Second, COVID-19 should be an ongoing tailwind for
some of its brands. BCF and Macpac are obvious
beneficiaries as more people holiday domestically
rather than internationally and show greater interest
in hiking, camping and other “back-to-nature” family
holidays. 

I cannot recall seeing as many people walking,
bike-riding, or wearing “athleisurewear”
or “adventurewear” that Macpac, Kathmandu and
similar chains sell. 

A resurgence in domestic driving holidays,
caravanning, camping and fishing post COVID-19
should boost BCF and, to a lesser extent, the
Supercheap Auto brand, in the next few years. 

Rebel Sport is well positioned for life after COVID-19.
One can imagine fewer people exercising at gyms for
cost or social-distancing reasons, or because they
developed new habits such as walking, running and
cycling during COVID-19. Some will make use of their
new home gym constructed during COVID-19 (using
gym gear bought at Rebel) rather than a commercial
gym. 

A predator could break Super Retail up and sell off
some pieces. Supercheap Auto has been a good
long-term performer but arguably has lower synergies
with Macpac, Rebel and BCF (I am sure the company
would dispute that statement.) 

Divesting Supercheap Auto might unlock value in that
business and enable greater focus on
the adventurewear, goods and sporting brands. Some
foreign auto-parts companies could be interested in
Supercheap and there are obvious synergies with
Bapcor, given the combination of the latter’s
trade-focused parts business with 
Supercheap’s retail focus (assuming such a deal
passed the competition regulator). 

I have heard some fund managers argue that Super
Retail has strayed too far from its auto-parts roots,
allocating capital inefficiently to new ventures,
particularly Macpac. I do not agree but get the logic of
Supercheap as a standalone auto-focused business. 

Either way, Supercheap looks moderately
undervalued at $6.65 and is a quality company that is
well run and governed. Morningstar’s fair value is
$7.50. Having avoided an equity capital raising so far
is another good sign for Super Retail. 

No doubt some private-equity firms have run their
ruler over Super Retail and considered whether the
sum of the parts is worth more than the whole. 

Chart 3: Super Retail Group 
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Tony Featherstone is a former managing editor
of BRW, Shares and Personal Investor magazines.
The information in this article should not be
considered personal advice. It has been prepared
without considering your objectives, financial situation
or needs. Before acting on information in this article
consider its appropriateness and accuracy regarding
your objectives, financial situation and needs. Do
further research of your own and/or seek personal
financial advice from a licensed adviser before
making any financial or investment decisions based
on this article. All prices and analysis 13 May 2020. 
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Buy, Hold, Sell – What the Brokers Say
by Rudi Filapek-Vandyck

 
In the good books 

APN INDUSTRIA REIT (ADI) was upgraded to Add
from Hold by Morgans 

APN Industria has withdrawn FY20 guidance
following the release of the code of conduct from the
federal government. The company has indicated the
potential impact of a requirement to waive a
proportion of attendance rent is not possible to
determine at the moment. As a result, Morgans
lowers forecasts for FY20 and FY21 income by
around -2% and -3%, respectively. The balance sheet
is considered sound. Following weakness in the
security, the broker upgrades to Add from Hold and
reduces the target to $2.68 from $3.16. 

CSR (CSR) was upgraded to Neutral from
Underperform by Credit Suisse and
to Equal-weight from Underweight by Morgan
Stanley 

FY20 net profit was ahead of expectations. The
company has noted a boost to FY20 income from
stocking up during the pandemic. While the decrease
in residential business has played out for the building
products segment, Credit Suisse notes revenue has
still been remarkably resilient. The broker upgrades to
Neutral from Underperform, now assuming CSR
materially outperforms the end market. A -20-30%
expected decline in volumes over the next couple of
years precludes the broker from becoming more
positive. Target is raised to $4.10 from $2.80. 

CSR reported full year earnings 16% ahead of
Morgan Stanley, although the broker had expected a
7c dividend but nothing was forthcoming. No
guidance was offered, with management expecting
an impact to be evident in FY21 but timing and extent
is uncertain. The housing cycle was already declining,

the broker notes, so it remains to be seen what the
additional virus hit might be. CSR has plenty of cash
on the balance sheet, thus the dividend suspension
likely reflects conservatism, Morgan Stanley
assumes. With risks now more evenly balanced at the
price, the broker upgrades to Equal-weight from
Underweight. Target rises to $3.75 from $2.90.
Industry view: Cautious. 

See downgrade below. 

GARDA DIVERSIFIED PROPERTY FUND (GDF)
was upgraded to Add from Hold by Morgans 

Garda Property Group, with exposure to 17 east
coast office/industrial properties, has withdrawn its
FY20 guidance after the announcement of the
mandatory Code of Conduct for commercial tenants
and landlords. Morgans assumes dividends to be
$0.074 for FY20 from $0.09 earlier and a
longer Botannica 9 asset lease. The broker also
highlights uncertainty surrounding rent relief
measures. The broker takes a long-term view and
upgrades rating to Add from Hold with target price at
$1.07. 

HOME CONSORTIUM (HMC) was upgraded to
Outperform from Neutral by Credit Suisse 

Credit Suisse considers, with around 90% of the
company stores remaining open, the impact of the
pandemic is moderated. The net cash impact from
lower cash rent is expected to be relatively minor
because of the cost savings and dividend reductions.
While acknowledging the challenging conditions could
hinder the timing of the company’s strategy, the
broker considers the asset locations and relatively
low rents may provide an advantage over other
traditional retail outlets. Rating is upgraded to
Outperform from Neutral, with the stock expected to
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appeal to longer-term investors. Target is reduced to
$3.18 from $3.89. 

INVESTEC AUSTRALIA PROPERTY FUND (IAP)
was upgraded to Accumulate from Hold by Ord
Minnett 

Ord Minnett updates forecasts, following the FY20
result. The business is considered able to withstand
the uncertainty associated with the pandemic as it
has low gearing and there should be high tenant
retention. Rating is upgraded to Accumulate from
Hold while the target is steady at $1.20. The Investec
property fund has restructured its debt facilities,
securing a new 10-year fixed-rate facility and
extending bank facilities. The hedge book has also
been re-set at a cost of -$27m for terminating
out-of-the-money hedge positions. 

KATHMANDU (KMD) was upgraded to Outperform
from Neutral by Credit Suisse 

Following a short restriction (from just ahead of the
pandemic outbreak), Credit Suisse resumes
coverage, upgrading to Outperform from Neutral and
reducing the target to NZ$1.40 from NZ$3.65. The
broker acknowledges there is earnings uncertainty
but believes the strength of the company’s execution
during the lockdown, the consumer appeal of its
brands and robust balance sheet contribute to
confidence going forward. The broker assumes
revenues decline by -55% in the second half
compared with FY19, with the company not fully
returning to FY19 levels until the first half of FY23.
This drives substantial revisions to underlying
estimates for operating earnings (EBITDA). 

SUNCORP (SUN) was upgraded to Add from Hold
by Morgans 

Suncorp Group’s trading update shows mark to
market investment losses in the third quarter
amounting to circa -$200m along with a bank
collective provision of -$133m booked to deal with a
difficult economic scenario. EPS estimates for FY20
and FY21 downgraded by -30% and -16% by
Morgans mainly driven by the investment market
losses, bank collective provision and overall low
growth rates. Even so, robust CET1 capital and
medium-term value prompts the broker to upgrade its

rating to Add from Hold, with target price at $10.44. 

VIRTUS HEALTH (VRT) was upgraded to Add
from Hold by Morgans 

The company and its banks have agreed that current
funding facilities are sufficient to cover the short term.
From an operating perspective, IVF treatment in
Australia resumed on April 27 and diagnostics are
increasing as staff and operations return to more
normal levels. A gradual return to normal activity is
anticipated over the next six months. Morgans
upgrades to Add from Hold, assessing there is more
than 10% upside in the stock. Target is raised to
$3.17 from $3.04. 

In the not-so-good books 

ALACER GOLD (AQG) was downgraded to
Neutral from Outperform by Credit Suisse 

The company has proposed a nil-premium merger
with SSR Mining. Credit Suisse believes Alacer Gold
has potentially navigated the risk of overpaying for
assets with the deal, which also provides geographic
diversification without a 20-30% takeover premium
attached. Value enhancement remains contingent on
operations execution and the broker notes both
parties have a sound track record for exploration
success. Rating is downgraded to Neutral from
Outperform and the target raised to $8.60 from
$8.10. 

AUSNET SERVICES (AST) was downgraded to
Lighten from Hold by Ord Minnett 

Underlying net profit in FY20 was slightly below
Ord Minnett’s forecasts. The broker notes lower
distribution guidance for FY21 and the possibility that
Ausnet Services will need additional capital to fund
growth. As the stock is now offering only a 4.6% yield,
based on distribution guidance, the broker
downgrades to Lighten from Hold and lowers the
target to $1.75 from $1.90. 

CSR (CSR) was downgraded to Neutral from Buy
by Citi 

Citi expects CSR to report a net profit dip of -40% to
$111.1m in its upcoming FY20 results, reflecting
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top-line earnings pressure and negligible property
earnings. Further, the broker expects a final dividend
of $0.05 per share (50% franked). The aluminium
hedging profile will be the focus medium-term with
CSR having a large exposure to aluminium spot
prices, comments Citi. The outlook looks challenging
with emerging top-line headwinds in aluminium and
housing putting pressure on earnings, anticipates the
broker. Rating downgraded to Neutral from Buy with
target price reduced to $3.45 from $5.60. 

See upgrade above. 

MACQUARIE GROUP (MQG) was downgraded to
Neutral from Outperform by Credit Suisse 

Credit Suisse continues to believe Macquarie Group
is a quality business but there are multiple headwinds
over the short-term around transaction volumes,
asset realisations and the potential for further
impairments. Earnings estimates are modestly
downgraded by -6%, attributed to lower activity
following the impact of the pandemic. Rating is
downgraded to Neutral from Outperform as the share
price is up in excess of 40% since mid March. Target
is reduced to $107.50 from $110.00. 

PENDAL GROUP (PDL) was downgraded to Hold
from Add by Morgans 

Pendal Group reported a 2% growth in cash net profit
to $86.6m for the first half. The operating profit
exceeded Morgans estimates by circa 10% driven by
better than anticipated funds under management
(FUM) and fee revenue margins. The group’s second
half is off to a subdued start with -13% lower FUM
than the previous half, notes Morgans, expecting this
to continue in the near term. The broker considers
medium-term outlook, backed by cost control, a
strong balance sheet and market leverage, to be
positive. Rating downgraded to Hold from Add with
target price increased to $6.50 from $6.37. 

REA GROUP (REA) was downgraded to Neutral
from Outperform by Credit Suisse and Macquarie 

Revenue growth in the third quarter was lower than
Credit Suisse expected. Residential revenue was
broadly flat on a -7% decline in national listings. The
broker continues to expect a recovery in volumes

from the low point over the next few months but,
given the recent rally, believes this is appropriately
priced. Hence, rating is downgraded to Neutral from
Outperform and the target lowered to $94.50 from
$94.80. 

REA Group posted a solid March quarter, Macquarie
notes, featuring a return to revenue growth and an
8% increase in earnings. The virus impact will be felt
in the June quarter, hence the company will lower its
operational expense to provide at least some offset.
REA is highly leveraged to a rebound in listings, has
a strong balance sheet and good cost discipline, the
broker suggests. But the stock is now trading around
fair value following a 41% run-up from the March low.
Downgrade to Neutral from Outperform. Target rises
to $95 from $90. 

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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Questions of the Week
by Paul Rickard

 
1. What are your thoughts on the NAB share
purchase plan?

I like the look of it because: 

The maximum issue price of $14.15 is 9.5%
lower than the current market price of $15.64
(13/5); 
Traditionally, investing in bank shares at a
discount to book value has been a sound
investment strategy. NAB’s adjusted book
value at 31 March (adjusted for the $3bn
institutional placement) was $17.13 – the
subscription price is thus 82.6% of
book value; 
According to consensus estimates (source:
FNArena), the major brokers have a target
price for NAB of $18.28 per share. It is trading
on a multiple (PE or Price Earnings ratio) of
13.7 times forecast FY20 earnings, but only
10.9 times forecast FY21 earnings; 
The brokers forecast total dividends of 68.3c
for FY20 (30c has already been paid) and
100.6c for FY21. At $14.15, this puts the stock
on a prospective yield of 7.1%; and 

New CEO Ross McEwan is in the driver’s
seat at NAB and over the next few years,
should improve NAB’s competitive position
and standing with customers. 

The major risk for NAB is that the impact of
COVID-19 (bad debts, fees forgone, reduction in
lending volumes) is materially worse than the Bank
has provided for, resulting in lower cash profits or
even a net loss. In a worst–case scenario, the Bank
needs to raise more capital to remain solvent. 

2. With the uncertainty in the housing market and
current rental issues that are occurring at the

moment, what are your thoughts on a more stable
property investment that doesn’t have these
issues like DHA (Defence Housing)? Long
term, they seem like a safe and reliable
investment. 

With DHA (Defence Housing Australia) properties,
you receive a secure, arguably above market,
guaranteed rental income for 10 to 15 years. 

The trade off – is that you buy a property and take the
risk on the property’s value. What will it be worth at
the end of the rental period? Will it be worth more or
less? Who is going to buy it from you when DHA has
finished? 

The same growth factors that drive any property’s
value will apply to a DHA property. DHA properties
are “safe and reliable” about the income you will
receive, but not necessarily in regard to their capital
value. 

I am not against DHA. I know many clients that have
had a terrific investment experience with DHA. But it
is like any property investment – you need to be
comfortable that the property will, over the long term,
increase in value.

3. What is your opinion on the new FANG ETF
(ASX code:FANG)? 

Last week, I answered a similar question about how
to invest in stocks such as Facebook, Amazon,
Apple, Netflix and Google’s parent Alphabet, and said
that there was no locally listed ETF that made this
possible (outside Betashares NDQ which tracks the
NASDAQ 100). I was wrong. 

There is a new ETF from ETF Securities, ASX Code
FANG, which tracks an equally weighted index from
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the NYSE, FANG+. It consists of these 10 stocks:
Facebook, Apple, Amazon, Netflix, Alphabet, Baidu,
Alibaba, NVIDIA, Tesla and Twitter. 

It is unhedged. Fees at 0.35% are reasonable 

I am reserving judgement on the ETF until it develops
more liquidity. 

4. I find it hard sometimes to know whether to sell
at a loss or hold. I’ve previously gone by the
logic that (1) if I do not need the money and (2) I
think the shares will ultimately come good, then I
can hold. However recently I am starting to
question whether that is the right approach and if
I would be better off selling at a loss and
reinvesting the money. I would be keen to hear
your views on that approach.

There is an old investment adage that goes “your first
loss is your best loss”. If you are uncomfortable about
holding a position, my advice would be to get out.
Sometimes, this can be quite clarifying. 

A worse case is that if after realising the loss you feel
you were wrong, you can always buy back those
same stocks. 

Would you like your shares questions answered by
Paul Rickard? Submit your question here.  

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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