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Could ZEET be the next WAAAX stocks?; 7 actions to take
before the end of the financial year 

We’re officially out of a bear market and to me, that’s reason to celebrate. In honour of the tech
stocks that have survived the Coronavirus crash, I’ve gone looking for what potentially could be the
next WAAAX stocks of tomorrow. Here are 4 tech stocks I think have high potential. Let me introduce
you to the ZEET stocks!

    Sincerely,

 
  Peter Switzer
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Could ZEET be the next WAAAX stocks?
by Peter Switzer

 
The outstanding revelation of the past bull market
was the importance and ascendency of the tech
stocks. In the US, the post-GFC boom in stocks
underlined how crucial the FAANG (Facebook,
Amazon, Apple, Netflix and Google i.e. Alphabet)
stocks have been in driving US market indices higher.
This chart of the Nasdaq screams out how significant
these companies are (especially when you throw in
Microsoft) in explaining why this hi-tech index is
actually up for the year.

Effectively, these companies have snubbed the
Coronavirus and actually leveraged off it. How? Well,
locked up citizens do more Facebook, buy more from
Amazon, use Apple’s services, live on Google and fill
in the hours on Netflix.

Over the past three years here in Australia, we have
noted the outlier stock price performance of
Wisetech, Afterpay, Appen, Altium and Xero and so
was born our version of FAANG, which we call the
WAAAX stocks.

As a starting point, I think there are 4 stocks that have
hi-tech potential. And yes, I own them but my
commitment to them isn’t huge. Of course, I’m
hoping over time they become new-age Xeros and
Afterpays.

Afterpay is now a $47.71 stock but the analysts
surveyed by FNArena think it’s 36.6% overpriced.
But this stock has been overpriced in the teens, the

20s, the 30s and the 40-dollar region.

I missed it when it was under $10 at the height of the
Coronavirus market panic and I’m kicking myself
about that, but that’s investing. And on this subject,
it’s worth remembering that Afterpay’s success
wasn’t really overnight.

Afterpay (APT)

It took a while to get out of the $3 range but after that,
it was an upward trend and every significant dip has
been a buying opportunity.

The next group of ‘WAAAX’ stocks will find it hard to
emulate the performance of the first group, just as the
FAANG stocks Mk II in the US will struggle to match
the FAANG Mk 1 companies’ performances. But
there is a lesson that good, hi-tech companies that
people use all the time is a sensible starting point to
find future good performers.

So here’s my best current guess on what companies
could become the WAAAX Mk II group and they have
the nifty tag name of ZEET. I’ll look at each one
alphabetically rather than in terms of the one that I
have the most confidence in.

Zip Co Ltd (Z1P)

Z stands for Zip Co Ltd, or Z1P on the ASX ticker
code. It’s the runner-up to Afterpay and has always
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suffered because it was more mindful of being more
committed to credit checks on customers compared
to APT. That said, I’m seeing the ZIP signs outside
more and more retail stores, which I think is a good
real-world sign.

The chart also shows how the company has nearly
recovered from the Coronavirus crash, which I’ll
code as CC.

Z1P

The analysts think in the short term that its share
price will fall 6.7% but it was a $1.18 stock on March
19, after being $4.35 before the virus came to town to
kill shop retail. As of now it’s $3.75, that’s a 217%
gain in a little over a month. That’s the kind of
company I’m prepared to give a chance for at least
12 months. By the way, if Zip Co can get back to
$4.35 over a year, that would be a 16% gain!

After a crash, our overall market tends to gain
anything between 30% to 80%. I reckon Z1P is likely
to participate in that rebound, given how the market
quickly reassessed the company’s worth.

And hot off the press, the AFR’s Street Talk reports
that Zip is about to lift its holding in a New York-based
bill-splitting business called Quadpay, from 15% to
100%. Backed by Bank of America in the US and
Westpac here, Street Talk thinks fund managers will
be forced to take another look at the company. I hope
Street Talk is right, though I do recall a lot of local
companies stumbling when they’ve ventured
overseas.

On the other hand, this could be an opportunity made
more possible because of the CC.

ELMO Software (ELO)

Next up is ELMO (or ELO), which is a cloud HR and

payroll company. Michael Wayne, founder of
Medallion Financial and a guest expert on my Switzer
TV: Investing show on YouTube, has been a great
fan of this company.

Michael likes:

The fact that the management team has ‘skin
in the game’.
The founder’s involvement, which he says
improves the chances that the interest of
management is aligned to those of
shareholders.
The current clients include the likes of the
Australian Government, IBM, Kmart,
Healthscope, Sonic Healthcare, RMIT,
Macquarie University, Komatsu, Cbus,
Toshiba, Hyundai and Fujitsu.
It’s the small-to-medium sized businesses of
50-200 employees that offer the greatest
opportunity for penetration and cross-selling
opportunities.
He sees a “large addressable market
opportunity, a low customer churn rate with a
110.7% customer dollar retention and a gross
profit margin of 84.6%.”

ELMO

It has had a big bounce off the Coronavirus crash
(CC) but has lost some ground recently – but that
could be profit-taking!

The analysts are on Michael Wayne’s side,
predicting a 40% upside, with a $9 target that looks
attractive with the current price at $6.42.

Michael says: “The share price has fallen ever since
it announced its capital raising. Shares were trading
close to all-time highs at around $8, however upon
completing a $70m institutional placement at $7, the
price has been under pressure ever since. A raising
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of that size, at that much of a discount, may have
been viewed by the market as unnecessarily dilutive
and opportunistic considering the company already
had sufficient cash levels. Long term accessing the
cash at this point in the cycle in pour view isn’t the
worst thing, as many competitors lead by private
equity firms will likely be starved of cash for some
time, allowing Elmo the opportunity to consolidate
and improve its competitive position.”

EML Payments Ltd (EML)

EML Payments Ltd is another E on my ZEET list. Its
ticker code is EML. This is a favourite stock of my TV
regular Julia Lee and has also been given the thumbs
up from other analysts.

The company is in payments but has three strings to
its bow.

First is online reloadable cards, which new age
bookies, such as Neds and BetEasy, use.

Second, the company produces branded gift cards
and has a big presence in shopping centres.

Third, it provides what is called virtual account
numbers, which add security for payments between
business customers and their suppliers. The system
is based on a single-use card number, which is seen
to deliver better efficiency and security compared to
more conventional payments arrangements.

Before the CC, the company’s share price peaked at
$5.66 on February 14, before slumping to $1.33. It’s
now $3.64. That was a 173% rebound, which is pretty
good for a company that lists casinos and shopping
centres as major customers and these have been
either closed or crushed by lockdowns.

This one-year chart of EML screams “promising”.

EML

And if this company can get back to its old high, the
gain would be 55%. That’s a bet I’m happy to be
involved in.

Tyro Payments Ltd (TYR)

T is for Tyro with the ticker code TYR. This is another
payments business. What I like about this one is that
it has a huge presence in cafes, restaurants and
other hospitality businesses where we buy and tap
with our cards. Recall that the FAANG stocks are
very much businesses that we deal with all the time.
So Tyro as a supplier of merchant facilities, with a
banking licence, looks to have potential.

And as I’ve said, I do have my dough in this one and
my business partner Paul Rickard is on  Tyro’s
board, along with the likes of ex-Telstra boss, David
Thodey and Cathy Harris, co-founder of Harris Farm
Markets. Also Atlassian founder, Mike
Cannon-Brookes, is a major shareholder of the
company. While that proves nothing that an investor
can really invest upon, it is a notable fact.

The company listed in December last year at $2.75
and hit a peak of $4.49 on February this year before
slumping to 97 cents on March 19. And this chart
says a lot about the future of the company.

Tyro (TYR)

That completes my ZEET group. While they have
already demonstrated their ability to rebound out of
the CC, I suspect they’re all in the right space to
benefit, not only from the inevitable comeback of
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normalcy to our economy over the next 12 months
but they’re all in a space that has a new-age edge to
them.

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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7 actions to take before the end of the financial
year
by Paul Rickard

 
The end of the financial year is just around the
corner. Here are 7 actions to take before 30 June to
start the year fresh:

1. Review your investment strategy

The transition from one financial year to the next is a
good trigger point to review your Fund’s Investment
Strategy to make sure it is up to date and meeting
your objectives. In addition to reviewing it periodically,
do so whenever the circumstances of your members’
change.

As part of any review, also consider the insurance
needs of your members (life, total permanent
disability insurance etc.). While you are not required
to take out insurance, the law requires that Trustees
review whether their SMSF holds insurance cover for
one or more members of the Fund.

2. Check and confirm your asset allocation

Working top down first, let’s start with your Fund’s
overall asset allocation. While you are not necessarily
going to manage the allocation dynamically, it is not
meant to be static. If the circumstances of one of the
member’s changes, or the investment objectives
change, or your preparedness to accept risk changes,
then your asset allocation will probably need to
change.

Also, as your views on markets change, you may
wish to review your allocation. And as the weighting is
based on the market value of each asset class, the
chances are that your allocation at the end of the year
will be somewhat different to how you started the
year.

Listed below are some target asset allocations. These
are categorised according to 6 common risk profiles

and comprise standard assets only. Starting with the
‘Secure’ profile, income style assets are weighted at
100% and growth style assets are weighted at 0%. At
the other end of the spectrum, ‘High Growth’, where
income assets are weighted at 2% and growth assets
are weighted at 98%.

                        Indicative Target Allocation by Risk
Profile

3. For stocks, check your sector allocation

Continuing the “top down” approach in relation to
your share portfolio, is the balance across the sectors
right?

The S&P/ASX 200 is divided into 11 industry sectors,
which have different weightings according to the
market capitalisation of the stocks that make up that
sector. Over the course of the year, the weightings
change as companies join or leave the index, others
raise capital, and due to changes in the share price,
the market value of each company changes.

Depending on your Fund’s investment objectives,
you will probably target biases in some sectors where
you will be overweight relative to the index, and in
other sectors, underweight. For example, if your main
priority is growth, you may wish to be overweight
sectors such as consumer discretionary, industrials,
information technology and health-care, and
potentially underweight some of the defensive sectors
such as utilities and property trusts.
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The following table shows the sectors and current
S&P/ASX 200 weights as at 31 May 2020.

If the actual sector biases in your Fund are different
to how you intend them to be (your target positions),
then depending on the materiality, you may want to
act to address these.

4. Throw out the dogs

Next in relation to your share portfolio, do you have
any dogs? The hardest part of investing is to
acknowledge a mistake and cut a position. There is
an old adage that goes “your first loss is your best
loss”, and in my experience, this proves right (in
hindsight) at least 8 out of 10 times.

In thinking about this, take into account your sector
positions and mismatches away from your target
position. The other factor that may influence your
decision is whether your Fund (only applicable if in
accumulation mode) can utilise any capital loss.

5. Capital gains tax to pay? Can you offset gains
with losses?

If your SMSF is in accumulation mode, then you are
liable for capital gains tax when an asset is disposed.
While the nominal tax rate is only 15%, it is further
reduced to 10% of the gain if the asset has been held
for more than 12 months (super funds get a 1/3rd

discount).

Individuals pay tax on a gain at their marginal tax rate
(potentially as high as 47%, including the 2%

Medicare Levy). Where an asset has been held for
more than twelve months, individuals are eligible for a
50% discount and pay tax on half the gain. There is
no discount for companies.

Importantly, you can offset capital gains with capital
losses, and losses that cannot be used can be carried
forward to the next tax year.

So, if you have taken capital gains during the year,
then you may want to consider any assets in a loss
situation and review whether you should continue to
hold them. Of course, tax should never be the primary
driver for an investment decision.

And just because you haven’t set out to sell shares
on the ASX doesn’t mean you haven’t taken any
gains. For example, takeovers are a disposal for CGT
purposes (unless rollover relief is offered).

6. Check your super contributions and pension.
Can you get the Government to help?

Can you make additional concessional contributions
to super?

Concessional contributions include your employer’s
9.5%, salary sacrifice contributions and any amount
you claim as a tax deduction. (You no longer need to
be self-employed to claim the tax deduction). Your
concessional contributions can’t exceed $25,000 in
aggregate.

The normal age rules apply. Up to age 65, anyone
can make a contribution. If you are between 65 and
74 years, you must pass the work test, which is
defined as working 40 hours over any 30-day
consecutive period. If you are 75 or over, only
mandated employer contributions (the compulsory
9.5%) can be made. From the start of next financial
year (1/7/20), the age limit of 65 is being increased to
67.

Can you make additional personal (after tax)
contributions?

The cap on non-concessional (after-tax) contributions
is $100,0000. If you can access the bring forward
rule, which allows you to make up to 3 years’ worth
of contributions in one year, then you can potentially
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contribute $300,000 in one go. A couple could
potentially get a combined $600,000 into super. To
access the bring forward rule, you must have been
aged 64 years or less on 1 July 2019 and not already
have accessed it in the preceding two years.

There is an important caveat to this. If your total
superannuation balance is over $1,600,000, you
won’t be able to make any further personal
(non-concessional) contributions. Super balances are
measured each June 30 (i.e. your balance at 30 June
2019 determines whether you can make
non-concessional contributions in 2019/20) and
include all amounts in accumulation and pension. If
your total super balance was between $1,400,000
and $1,500,000 then the maximum amount you can
access under the bring-forward rule is $200,000, and
if your balance is between $1,500,000 and
$1,6000,000, you are limited to $100,000.

And don’t leave your contributions to the last minute.
While there is some flexibility around the allocation of
contributions to member accounts, they must be
received and banked by the super fund by 30 June.
This year, 30 June falls on a Tuesday  – so if making
a contribution to your SMSF by cheque, or making it
on behalf of a family member to an industry or retail
fund by BPay, EFT or cheque, allow sufficient time for
the monies to be processed and cleared. Most super
funds say to allow at least two working days – so get
your contributions in by Friday 26 June.

Can you access, or can a family member access, the
Government Co-Contribution? 

If eligible, the Government will contribute up to $500 if
a personal super contribution of $1,000 is made.

The Government matches a personal contribution on
a 50% basis. This means that for each dollar of
personal contribution, the Government makes a
co-contribution of $0.50, up to an overall maximum of
$500.

To be eligible, there are 3 tests. The person’s
taxable income must be under $38,564 (it starts to
phase out from this level, cutting out completely at
$53,564), they must be under 71 at the end of the
year, and critically, at least 10% of this income must
be earned from an employment source.

While you may not qualify for the co-contribution, this
can be a great way to boost a spouse’s super or
even an adult child. For example, if your kids are
university students and doing some part time work,
you could potentially make a personal contribution of
$1,000 on their behalf – and the Government will chip
in $500!

Can you claim a tax offset for super contributions on
behalf of your spouse?

If you have a spouse who earns less than $37,000
and you make a spouse super contribution of $3,000,
you can claim a personal tax offset of 18% of the
contribution, up to a maximum of $540. The tax offset
phases out when your spouse earns $40,000 or
more. Your spouse’s income includes their
assessable income, reportable fringe benefits and
any (though unlikely) reportable employer super
contributions.

Finally, if you are taking an account-based pension,
have you been paid enough?

The Government requires that you take at least the
minimum payment, otherwise your fund will
potentially be taxed at 15% on its investment
earnings, rather than the special rate of 0% that
applies to assets that are supporting the payment of a
super pension.

The minimum payment is based on your age and
calculated on the balance of your super assets at the
start of the financial year (1 July). To assist retirees
following the Covid-19 pandemic, the Government
has reduced the minimum annual payment required
by 50% in the 2019-20 and 2020-21 financial years.
The factors to apply this year are shown below.

For example, if you were aged 66 on 1 July 2019 and
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had a balance of $1,000,000, your minimum payment
is 2.5% of $1,000,000 or $25,000. You can take your
pension at any time or in any amount(s), but your
aggregate drawdown over the year must exceed the
minimum amount. If you commenced a pension
mid-year, the minimum amount is pro-rated according
to the number of days remaining until the end of the
financial year.

7. Investment property? Deductions to organise?

If your Fund has purchased an investment property
and it is in the accumulation phase, then you should
be able to claim a number of deductions. While you
cannot claim capital costs (these can potentially be
used to increase the cost base and reduce any
subsequent capital gains tax on disposal), you can
claim revenue costs and you can claim depreciation.

Revenue costs are those costs incurred in the
process of earning the rental income. They include,
but are not limited to:

Advertising for a tenant;
Loan interest and bank fees;
Body corporate fees, rates, energy and water
bills;
Land tax;
Cleaning, mowing, gardening, repairs and
maintenance;
Building, contents, liability and landlord’s
insurance;
Property management fees, legal fees (not
relating to the actual purchase);
Lease costs;
Pest control;
Quantity surveyor’s fees;
Security patrol fees; and
Stationery, postage and telephone.

The list goes on, and your accountant will be able to
tell you what’s included as a viable property
expense.

You can’t claim:

Stamp duty on conveyancing;
Expenses on the property not actually paid by
you, such as water and electricity paid by the
tenant;

Travel expenses when inspecting the
property; and
Expenses that do not relate to the renting of
the property.

Depreciation can be divided into two types
—depreciation on plant and equipment (also known as
Division 40 deductions) and depreciation on the
building or capital works deductions (also known as
Division 43 deductions).

Plant and equipment include furniture and fixtures
and fittings that are not part of the part of the
building’s structure. (As a rule of thumb, if the item
can be moved, then it is an item of plant and
equipment, otherwise it is capital works). For
properties purchased after 9 May 2017, you cannot
claim depreciation on “second- hand” plant and
equipment assets previously installed by another
owner. You can only depreciate assets that you
purchase for the property (for example, a new
carpet).

Capital works deductions include the cost of the
construction of the building apportioned over a 4year
period.  You may need a Quantity Surveyor to assess
this for you, and of course, your claim is limited to
100% of the cost of the construction. It is calculated
at a rate of 2.5% of the cost of the construction.

Capital works deductions can also be claimed on
in-ground swimming pools, plumbing and gas fittings,
garage doors and skylights, and baths and toilets.

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 value stocks in an uncertain world
by James Dunn

 
There is value everywhere you look on the
share market at present; as long as investors
understand that how and when the world returns to
anything resembling normal, especially in terms of
what companies earn, will be a path that is fraught
with the odd stumble. There is not as much value as
there was in late May, but investors must accept that
only the brave pick-up the best returns when the
market is shell-shocked after a crash. 

Here are 4 examples of stocks returning to levels that
still imply plenty of value: 

1. Service Stream (SSM, $2.04)

Analysts’ consensus target price: $2.765 (FN
Arena, based on May updates), $2.63 (Thomson
Reuters) 

Any investor wanting a stable, high-yielding stock that
offers services that are essential in the
Coronavirus-affected economy, Service Stream
would be one of the first that popped up. Service
Stream builds, operates and maintains the country’s
essential telecommunications and utilities
infrastructure, including water and gas distribution
networks. As would be expected with many people
working from home, demand for the company’s
services has remained strong throughout the
pandemic. However, Service Stream has not been
totally unaffected itself. It has had the issues that
most companies have had in terms of making sure its
employees can work safely, and it has had clients
delaying projects because of the need to make sure
the system copes – both in the telecommunications
networks and utility fields. 

These delays did see Service Stream reduce its
EBITDA (earnings before interest, tax, depreciation
and amortisation) guidance for FY20, in May, to about

$108 million. The company was going extremely well
before Covid-19, with first-half EBITDA up 50%, net
profit up 28% to $32.2 million, and earnings per share
(EPS) up 14% to 7.96 cents. The company is close to
a net cash position and knows that its workload will
grow once Australia emerges further from the
pandemic. At current prices, you’re buying an
estimated fully franked dividend yield of about 5% in
FY21, or 7.1% grossed-up, and you’re buying that on
about 13.9 times earnings. That’s pretty good for a
high-yielding essential services provider. 

2. Worley (WOR, $8.40)

Analysts’ consensus target price: $10.84 (FN
Arena, based on May updates), $10.82 (Thomson
Reuters) 

Global engineering firm Worley has seen its business
shrink in the downturn, with customers delaying and
even cancelling work, particularly on the field-based
side, and more specifically, in lower margin
construction-related activities. In response, the
company has cut 5% of its staff 

Through a series of acquisitions over the last three
years Worley is a much more diversified business
than before. It has added work in the energy,
chemicals and resources sectors, while reducing
exposure to the oil and gas industry where it made its
name. 

About 20% of Worley’s revenue now comes from its
customers’ upstream and midstream oil and gas
capital spending, down from 65% in 2017.
Meanwhile, Worley generates 45% of its revenue
from its customers’ operating expenditure, up from
10%–15% before it started its diversification process.
Op-ex contracts tend to be longer-term, multi-year
contracts, compared to capital-spending work. Also,
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about 37% of Worley’s revenue is now derived from
the chemicals sector, up from less than 10%. Worley
says the chemicals sector is less cyclical than others.
These acquisitions were very well-timed, given the
slump in the oil price. This year, Worley has renewed
existing debt and established new facilities worth a
combined $945 million, which gives it a lot of
headroom. Demand for oil will take some time to
recover, but meanwhile, the crash has created plenty
of value in Worley, with the stock now selling at less
than 13 times expected FY21 earnings. However, the
expected 4.3% yield will be unfranked. 

3. IPH (IPH, $7.56)

Analysts’ consensus target price: $9.69 (FN
Arena), $9.69 (Thomson Reuters) 

IPH Limited is a services group consisting of law firms
that specialise in intellectual property, patents and
trademarks, across Australia, New Zealand and Asia.
The company listed on the ASX in December 2014 at
$2.10 and stretched that to $10.22 before the
Covid-19 crash, from which it fell below $7, before
strengthening back to $7.56. 

As broker Macquarie points out, if one were to look at
the last big downturn, in the GFC, patent filing
volumes and revenues actually constitute a fairly
defensive business. The long lead-times of the cases
that IPH handles give it some degree of ability to
ride-out the downturn and the weaker currency
should also help it over the next couple of years.
Even with some element of softer revenues, IPH
looks to be reasonable value at current prices, and
with analysts expecting a yield of about 4.1% in
FY21, which grosses-up to about 5.5% with the
franking level of just over 80%, there looks to be solid
total-return value available here.

4. Sandfire Resources (SFR, $4.38) 

Analysts’ consensus target price: $5.439 (FN
Arena), $5.25 (Thomson Reuters) 

Local copper (and gold) miner Sandfire Resources
has recovered some ground from the halving of the
share price in the Covid-19 crash, but there is still
significant value in SFR. 

Copper is a metal that is ticking a lot of boxes as the
world looks at how many aspects of
life must change. In particular, copper’s anti-bacterial
properties are going to make it the material of choice
in areas where people are always touching surfaces,
such as in hospital fittings and stairways and rails in
high-traffic areas. Further out, demand from the
electric vehicle (EV) revolution should also boost the
red metal.  

The copper price has been trending downward for
several years, but that is starting to
change. Sandfire is a good exposure to copper, with
its high-grade De Grussa mine in Western Australia
churning out the stuff, as well as not-insignificant gold
to help the earnings. The end of minelife is at sight at
De Grussa, but Sandfire has taken steps in the last
year to expand its production profile beyond its
flagship mine, acquiring the promising Tshukudu
copper-silver deposit in Botswana and progressing
its mining permits for the Black Butte copper project
in Montana, US – which is regarded as one of the
world’s highest-grade undeveloped copper projects.
In the meantime, the cash flow from De Grussa
enables a handy fully franked dividend that analysts
expect to amount to 3.2% in FY21, or 4.6%
grossed-up. The stock is an interesting play on a
rising copper price over the next few years. 

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

 
It is not a combination that is common practice in and
around the Australian share market but last week,
when share prices were rallying higher, stockbroking
analysts continued to issue more upgrades than
downgrades in ratings for individual ASX-listed
stocks. 

For the week ending Friday 29 May 2020, FNArena
registered 18 upgrades and 11 downgrades.
Fourteen of the upgrades moved to a fresh Buy,
including for CSL, Monadelphous, Smartgroup Corp,
and TPG Telecom. 

Among the downgrades, only one moved to a fresh
Sell rating, with Air New Zealand the unlucky target.
Beach Energy was the only stock to receive two
downgrades during the week; the result of having
experienced a strong rally in line with other oil & gas
stocks. 

The week’s tables for positive and negative changes
to earnings forecasts continue showing wild swings
either way. 

Senex Energy enjoyed the largest increase, beating
City Chic Collective, Atlas Arteria, Accent Group, and
Arena REIT. All enjoyed double digit percentage
gains. 

On the negative side, QBE Insurance stands miles
apart from the rest of the pack, including Aristocrat
Leisure, Monadelphous, Air New Zealand, Downer
EDI, and ALS Ltd. 

In the good books 

AUSNET SERVICES (AST) was upgraded to Hold
from Lighten by Ord Minnett B/H/S: 1/4/2 

As Ausnet Services is trading in line with

Ord Minnett’s $1.75 target the rating is upgraded to
Hold from Lighten. The business is one of the
broker’s preferred regulated utility companies on the
basis of its strong dividend cover. Strong growth is
also anticipated in the contracted asset base. 

 

BENDIGO AND ADELAIDE BANK LIMITED (BEN)
was upgraded to Neutral from Underperform by
Credit Suisse B/H/S: 1/4/1 

The bank has announced extra provisioning of
$148.3m to allow for the future impact from the
pandemic. Credit Suisse suspects the market will be
surprised by the size of the provisioning, which is
larger than regional peers. However, the broker
envisages less downside risk now, downgrading
estimates by -16-28% across the forecast horizon.
Target is reduced to $7 from $9 and the rating is
upgraded to Neutral from Underperform. 
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BLACKMORES LIMITED (BKL) was upgraded to
Neutral from Underperform by Macquarie B/H/S:
0/5/1 

Blackmores has undertaken a capital raising, which
Macquarie considers is logical given the uncertainty
around trading patterns heading into the first half. The
broker takes a more positive view now concerns
regarding the balance sheet are removed. The
company is pushing ahead with growth plans in
Southeast Asia and India, supported by a $40m
investment in working capital and operating costs.
Macquarie upgrades to Neutral from Underperform.
Target is raised to $73 from $64. 

BRICKWORKS LIMITED (BKW) was upgraded to
Outperform from Neutral by Macquarie B/H/S:
2/1/0 

Market conditions are improving and Macquarie
assesses the stock is trading at a -27% discount to
the inferred value of the assets, underperforming
peers in the recent recovery. The broker suspects the
market is yet to fully price in the strength of the
property assets and upgrades to Outperform from
Neutral. Target is raised to $16.30 from $15.25. 

CSL LIMITED (CSL) was upgraded to Buy from
Neutral by Citi B/H/S: 3/4/0 

With the shares having underperformed the broader
market by no less than -19% over the month past,
including a noticeable drubbing in yesterday’s
session, Citi analysts have upgraded CSL to Buy
from Neutral. The analysts note the global race for a
covid-19 vaccine is running in full force now. CSL
may or may not get involved with a successful end
product, but financial implications should be benign,
in case a competitor wins the prize, concludes Citi.
Today’s update also includes the following sentence:
“The risk to earnings in the medium-term remains to
the upside as the company should continue to take
market share due to its superior plasma collection
position”. Forecasts are unchanged. Price target
remains intact at $334. 

MOTORCYCLE HOLDINGS LIMITED (MTO) was
upgraded to Add from Hold by Morgans B/H/S:
1/0/0 

The trading update revealed May has returned to
more normal trading while April was materially
affected by the lockdowns. Rental relief tied to
turnover is expected to be minimal in May, from which
Morgans assesses “decent” sales are likely. The
broker believes Motorcycle Holdings has done a
commendable job in reducing costs and managing
cash flow. The material cost reductions provide
leverage to a recovery in demand. Rating is upgraded
to Add from Hold and the target raised to $1.86 from
$1.24. 

NATIONAL TYRE & WHEEL LIMITED (NTD) was
upgraded to Add from Hold by Morgans B/H/S:
1/0/0 

Trade was better than expected for National Tyre and
Wheel, notes Morgans, leading the group to increase
its FY20 operating earnings guidance above the
broker’s estimate by circa 15%. This and a strong
balance sheet prompted the company to restore
dividends. Morgans expects a distribution yield of
circa 7%. Future strategy main themes are expected
to be on volume, scale and diversification, feels the
broker. Rating upgraded to Add from Hold with target
increased to $0.45 from $0.26. 

In the not-so-good books 

AGL ENERGY LIMITED (AGL) was downgraded to
Hold from Add by Morgans B/H/S: 0/4/3 

Morgans observes the share price has slowly gained
during May. Electricity futures prices have shown
some early signs of improvement although they are
still much cheaper than six months ago. The broker
expects underlying weakness in FY21 earnings with a
one-off offset from the pending insurance claim
covering the Loy Yang outage in 2019. The broker
considers the yield on FY20 forecasts is reasonable
but there is only limited upside from here. Rating is
downgraded to Hold from Add and the target is
steady at $17.15. 
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BEACH ENERGY LIMITED (BPT) was downgraded
to Neutral from Outperform by Macquarie and to
Hold from Add by Morgans B/H/S: 3/3/0 

Beach Energy shares are up 19% over the last week
and Macquarie reviews the outlook for growth in
expenditure, assessing there is more upside
elsewhere in the sector. The business retains
solid fundamentals but the broker assesses prior
cash flow outlook is at risk because of the downturn
in oil and delays to projects. Rating is downgraded to
Neutral from Outperform. Target is reduced by -5.8%
to $1.60. 

Morgans notes Beach Energy has outperformed the
energy index over the last 30 days and beat the
broker’s target of $1.66. However, volatility will
persist, cautions the broker, with the market trying to
find a balance. Beach Energy has a number of high
return brownfield projects along with greenfield
options in the long run, reminds Morgans. The broker
also expects the company to re-contract an offshore
rig in the Otway basin in early FY21. The share’s
strong price performance coupled with a volatile
market prompts a downgrade by the broker to Hold
from Add with a target price of $1.66. 

CORPORATE TRAVEL MANAGEMENT LIMITED
(CTD) was downgraded to Neutral from
Outperform by Credit Suisse B/H/S: 3/3/0 

At present, Credit Suisse believes the share price is
reflecting the FY19 earnings base, which will take
some time to achieve. Nevertheless, the broker
assesses a capital raising will not be required. As
conditions improve in the northern hemisphere and

restrictions reduce, Credit Suisse would become
more confident as the opportunity remains robust.
Rating is downgraded to Neutral from Outperform.
Target is $12. 

NEW HOPE CORPORATION LIMITED (NHC) was
downgraded to Neutral from Outperform by Credit
Suisse B/H/S: 1/2/1 

Higher sales volumes were able to largely offset the
impact of the weather and the ramp down of Acland
in the latest quarter. Credit Suisse assesses the
investment case is tough although acknowledges
conditions and the market can change quickly. Still,
until some risk dissipates or there is a recovery in the
coal price, the broker believes it likely New Hope will
remain under pressure. Bengalla is a quality asset but
Credit Suisse finds it hard to devise a compelling
case for jumping into the stock. Rating is downgraded
to Neutral from Outperform. Target is reduced to
$1.50 from $2.00. 

WEBJET LIMITED (WEB) was downgraded to
Neutral from Outperform by Credit Suisse B/H/S:
2/3/0 

Credit Suisse eventually expects upside to the FY19
earnings base, primarily driven by the B2B division.
However, with this division exposed to onerous travel
restrictions in the northern hemisphere, the broker
tempers expectations and will look to get upbeat
again once intra-regional leisure travel improves.
Meanwhile, the B2C division, which is two thirds
domestic travel, is looking increasingly attractive with
the opening up of Australia, and potentially New
Zealand. Rating is downgraded to Neutral from
Outperform. Target is $4.50. 

Earnings forecast 

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

Powered by TCPDF (www.tcpdf.org)

15Monday 01 June 2020

http://www.tcpdf.org

