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2 REITs to consider; 4 key things I look for BEFORE I invest 

Tony Featherstone says there’s more life in select retail property trusts than the market realises and
in his article today he goes through two REITs he likes. 

Charlie Aitken says he’s so often asked: “what attributes do you look for in an
investment?” Charlie answers this question today by highlighting the key dimensions he considers
when evaluating a company for potential investment. 

    Sincerely,

 
  Peter Switzer
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2 REITs to consider: VCX & CQR
by Tony Featherstone

 
The Coronavirus hit few sectors harder than retail
property. Lockdown measures meant many stores
temporarily closed. Others refused to pay rent or
demanded cheaper deals. 

As the pandemic peaked, the market questioned the
industry’s future. More people were expected to buy
goods online or avoid shopping centres due to
social-distancing rules. 

Also, the shopping-centre industry would be mired in
years of legal fights with tenants that did not survive
the pandemic – and intense renegotiations on lease
expiries – it was thought. 

Retail property trusts were slaughtered during the
sell-off. Vicinity Centres (VCX) fell from a 52-week
high of $2.72 to a 91-cent
low. Scentre Group (SCG) tumbled from $4.16 to
$1.35. Unibail-Rodamco-Westfield (URW) plunged
from an $11.74 high to $3.46 as
global sharemarkets nosedived. 

Charter Hall Retail REIT (CQR) and Shopping
Centres Australasia Property Group (SCP) also slid
as the market bet on widespread store closures and
sharp rental reductions. 

Wesfarmers’ news this month that it will close up to
75 small and large format Target stores, and convert
others to Kmart stores, compounded the pain for
shopping centres. David Jones this month said it will
close some of its 48 properties and Myer Holdings
looks like it is on life support. 

The sector’s worst fears – the closure or shrinking of
discount department stores that seemingly chew up
acres of shopping-centre space – intensified during
COVID-19. 

Add to that an Australian economy in recession, the
prospect of an economic “cliff” when government
wage subsidies end in September, and the risk of
a second wave of COVID-19. Who could blame
investors for dumping retail trusts first and asking
questions later? 

Ongoing threats 

Longer term, COVID-19 has quickened retail trends.
Those who bought online for the first time during the
pandemic might keep buying more goods that way.
Others will become thriftier, spending less on
discretionary products and services at shopping
centres. 

The confluence of these and other trends is best
reflected in property valuations. Vicinity this month
announced an estimated 11-13% reduction in its
asset value, worth up to $2.1 billion. 

Conditions were so severe that Vicinity raised $1.2
billion in an equity capital raising at $1.48 a unit to
strengthen its balance sheet. 

Vicinity’s asset revaluation and emergency capital
raising was a defining moment for the sector. If the
owner of some of Australia’s greatest “fortress
malls” needed to repair its balance sheet, what would
happen to lesser-quality shopping centres? 

Lower population growth will also weigh on the
shopping-centre sector, as will the sudden downturn
in international student numbers in Australia.  

The market response is telling. Vicinity, Scentre,
Unibail and other retail REITs have bounced off their
lows during the share market rally but remain a long
way off their highs. 
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The S&P/ASX 200 A-REIT index (which includes all
A-REITs) has a negative total return of -17% over one
year, despite outperforming this quarter. The ASX
200 index is down almost 6%.  

Yet there is more life in select retail property trusts
than the market realises – and an opportunity for
patient investors with at least a three- to five-year
horizon. 

Chart 1: S&P/ASX 200 A-REIT index (XPJ) 

 

Source: ASX 

Bull case 

Nobody doubts retail landlords face severe economic,
e-commerce and legal (rental contract) headwinds.
The question is, how much of that is already priced
into valuations? 

Coronavirus health outcomes are far better than
expected. Social–distancing restrictions continue to
ease. Shopping-centre landlords report rising foot
traffic and store reopenings. 

One of my favourite tests of shopping-centre activity
is car-parking availability. For the first time in months,
it was hard to park at parts of the
giant Chadstone Shopping Centre in Melbourne on
the weekend. 

Granted, my test is hardly scientific. Shopping centres
have a lot of hard work ahead, but their recovery
looks a lot faster than the market expected when
valuations plunged. 

Moreover, government wage subsidies, handouts and
other concessions may prove a bigger retail tailwind
than the market thought, if economic growth
recovers. 

I read about a boom in sales of expensive shoes as
younger consumers cashed in part of their
superannuation and rewarded themselves with
luxuries. That is terrible for Australia’s
retirement-savings regime, but good news for some
retailers that are benefitting from consumers
accessing up to $10,000 of their superannuation this
financial year and next. 

Casual workers who effectively got a pay rise from
the JobKeeper wage subsidy are another source of
demand. None of this, of course, will offset economic
recession. But my hunch is retail conditions will not
be as bad as the market expects in coming months. 

Wesfarmers this week reported strong growth in its
Bunnings and Officeworks division as more
customers work from home or spend extra time on
home improvements. 

And GPT Group this week said foot traffic at its
regional shopping centres has returned to about 85%
per cent of the level a year ago. About 90% of stores
at GPT centres are open.  

Solid thematic 

Longer term, I am not convinced consumers will
switch en masse to online shopping after COVID-19.
Buying clothes and other high-involvement goods
in-store is a hard habit to break. 

For all the hype, traditional retail in physical stores
still accounts for most sales. Yes, online sales are
growing quickly and will grow even faster, off a low
base. However, predictions that e-commerce will kill
shopping centres are premature. 

In some ways, COVID-19 could favour fortress malls,
at the margin. Cash-strapped consumers might seek
more “entertainment” at upmarket shopping malls as
they cut back on movie tickets, dining out and other
recreation. 

Remote working is another opportunity. As more
people work in the suburbs rather than in their usual
CBD office, fortress malls have an opportunity to
develop co-working or other office facilities. 

I have long argued that fortress malls can become
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mini-CBD hubs in the suburbs, and some are doing
just that. Converting space previously let by Target,
Myer or David Jones into co-working centres that
house hundreds of large and small businesses could
be the future. 

To be clear, retail property trusts face complex
challenges. The risk of further valuation downgrades
for shopping-centres will weigh on the sector and limit
price gains. 

GPT’s retail portfolio valuation this month revised
down 8.8%. It would not surprise if Vicinity and other
shopping-centre owners had further downgrades as
asset values fall. 

Still, that the market became too bearish on retail
property at the bottom and the risks we priced in, in
my view. Select retail trusts look moderately
undervalued. 

Favoured ideas 

Vicinity (VCX) is my favoured retail property trust at
current prices. It owns some of Australia’s best
shopping centres, and fortress malls have better
prospects given their potential to add a mix of office,
residential, hotel and other property types, and more
services. 

The best fortress malls have high barriers to entry in
their market. Imagine the cost and complications of
building another Chadstone or Westfield Bondi
Junction Shopping Centre in those areas. 

Vicinity is well funded after its capital raising and the
property valuation downgrade is behind it, at least for
now. 

Also, Vicinity has relatively less exposure to Target
closures or conversions of Kmart stores to Targets,
compared to other large property REITs. 

Like other shopping centres, Vicinity faces more
tenants closing stores or seeking lower rents, and
years of complex negotiations. But the quality of its
assets should ensure steady demand from other
retailers that are able to take on new space. 

At $1.74, Vicinity’s price is factoring in a lot of bad

news that seems too overdone, given retail
announcements this week of rising foot traffic in
shopping centres, more store openings and improving
demand for some retailers. 

Vicinity’s price recovery will take time, but an
expected 5% yield next year is an attraction. 

Chart 2: Vicinity Centres 

 

Source: ASX 

Among other retail property trusts, Charter Hall Retail
REIT (CQR) stands out. CQR owns mostly
neighbourhood and sub-regional shopping centres
and has an expanding portfolio of investments in
service stations/convenience stores. 

CQR performed solidly before COVID-19 and I like
that about half its revenue is from tenants such as
Woolworths, Coles, Wesfarmers, Aldi and
BP. Woolies and Coles alone account for about a
third of CQR tenant composition. Both supermarkets
are going gangbusters. 

CQR’s portfolio continues to be reweighted towards
convenience, non-discretionary retail – a smart
strategy in this retail climate. If you believe people will
cook at home after COVID-19 rather than eat out,
exposure to the supermarket landlords appeals. 

CQR fell from a 52-week high of $5.06 to a low of
$2.68 during the COVID-19 crisis. The REIT raised
$275 million at $2.90 a unit in May, leaving it well
capitalised. The current price is $3.60. 

Chart 3: Charter Hall Retail REIT 
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Source: ASX 

CQR is expected to yield around 6% next year, on
Morningstar numbers. The focus on consumer
staples retailers makes CQR more defensive, but
also less leveraged to a retail recovery. 

Both retail trusts look interesting for investors who
want to position for a retail recovery over the next few
years. There is still plenty of life left in high-quality
retail assets, at the right price. 

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 June 10, 2020. 

05Thursday 11 June 2020



What attributes do I look for in an investment?
by Charlie Aitken

 
I often get asked “what attributes do you look for in
an investment?” That’s a good question and today I
thought I’d explain my high-level answer to that
question. 

Firstly, Ben Graham – the man who literally wrote the
book on investment analysis – famously said that
investment is most intelligent when it is most
business-like.  

What he meant was that thinking about a potential
investment like someone who was considering buying
a business (and not merely speculating about the
price of a stock in the short-term) is a superior way to
select investment opportunities and evaluate whether
the price one is asked to pay is a fair reflection of its
intrinsic value. Again, most people intuitively
understand this concept, but fail to apply it
consistently when it comes to the stock market. 

Consider the economics of a well-loved local coffee
shop that the current owner wants to sell for personal
reasons. An interested buyer would ask to see
financial statements, do some research on the
neighbourhood, the sensitivity of the coffee shop to
the economic cycle, the expense profile, the size of
the local market, the demand for coffee and the local
competition before making an offer to purchase
based on what they calculated this business
opportunity to be worth. Because the prospective
buyer must live with the economics of owning this
coffee shop, they are much less inclined to overpay
for a good ‘story’ – they are thinking like a business
owner, not a speculator. On the other hand, if the
analysis leads the buyer to believe the economics are
sustainably attractive over the long term, they might
well elect to pay a premium to own such a business.  

I apply this same mindset to the businesses we look
to invest in. Even though I will only ever be a minority

shareholder, it focuses my mind on committing capital
to the best opportunities we can find if we ask
ourselves whether we would be happy to own the
economics of a business over the long term.   

This also speaks to why I look for quality businesses,
and why I accept that these businesses generally
trade at a premium: I wouldn’t want to own a
business that does not have the ability to generate
favourable economics only for a very short period of
time (or worse, only once.)   

This mindset also provides my first line of
psychological defence during a market correction,
when stock prices are tumbling. Provided my
research team and I have done our up-front work
rigorously and the long-term outlook for the
businesses we invest in is not materially impacted,
the intrinsic value is unlikely to have changed much.
This approach has helped me make good decisions
through periods of volatility. 

Focusing exclusively on earnings and earnings
growth has several shortcomings in evaluating a
business. The full picture needed to assess an
investment opportunity must consider the ability of a
business to generate cash flows after working and
fixed capital requirements, as well as the
appropriateness of the overall capital structure
relative to the cash flows generated.  

What I look for in a business 

At a high level, I think along four dimensions when
evaluating a company for potential investment: the
quality of the balance sheet, the sustainability of the
competitive advantage, the medium- and long-term
growth prospects, and the track record of the
management team. 
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1. Quality of the balance sheet 

Quality has a straightforward definition in my book: is
the business conservatively financed? Most financial
crises bring into dramatic focus the risk of owning
businesses that rely on excessive gearing to generate
an acceptable return on shareholders’ equity.
Over-optimising a balance sheet can boost
shareholder returns in the near-term but proves
fragile in a crisis. We believe a business with a ‘just
in-case’ approach to its capital structure wins out
over extreme financial engineering in the long run.  

This does not imply that I only own debt-free
businesses, but rather that I seek out companies that
have manageable debt levels and – critically –
generate substantial amounts of free cash flow in
order to service the debt. This will vary on an
industry-by-industry basis, and businesses with
higher levels of debt require more work to understand
just how sustainable the cash flow profile is during a
downturn.   

2. Sustainability of the competitive advantage 

With regards to sustainability, I refer to businesses
that have a competitive advantage that allows them to
sustainably earn an economic profit over a long
period of time. If there is no sustainable competitive
advantage, the ability to earn an economic profit will
be eroded due to the iron law of economics: excess
profits attracts competition, which will see all excess
returns competed away, meaning all players
eventually earn the cost of capital and no more.   

A key consideration when assessing this metric is to
understand the industry structure. Industries with low
barriers to entry, highly fragmented market shares
and a history of poor capital discipline rarely make for
good investments over time, as most participants will
eventually invest and compete so aggressively as to
ensure that no participants can earn an economic
profit.   

Conversely, a business that sustainably earns an
economic profit has to be in possession of some
factor that allows it to fend off the competition: a very
good indicator that the company likely has a moat or
competitive advantage of some sort, justifying further
analysis.   

Most of my analytical effort is focused on identifying
the source of competitive advantage that allows a
company to earn economic profits, and then
continually testing my assumptions to make sure this
advantage remains intact.   

3. The medium- and long-term growth prospects 

On the topic of growth, I think in terms of both
revenue and free cash flow. For the former, I look for
businesses that can generate organic growth that
consistently exceeds GDP and inflation, generally in
industries that have superior growth prospects to the
general economy. It is critical to understand exactly
what is driving this superior revenue growth profile to
evaluate how long it can last and whether competition
is increasing.  

With regards to free cash flow, I try to understand the
capital reinvestment requirements of a business. If a
company aims to create economic value, the capital
retained and invested by its management must earn
an economic profit for us to want to own a business.   

I look for companies that can reinvest a portion – or
all – of their excess economic profits back into the
business, and still earn a high return on the capital
thus invested. Over time, this is the surest way for a
business to compound shareholder wealth –
essentially generating more than a dollar of economic
value for every dollar invested.  

My preferred businesses tend to grow revenues and
free cash flows somewhere between 5% and 15% per
year – anything higher reaches into the end of the
market where speculation tends to overwhelm
fundamental valuation. 

4. Track record of the management team 

A proven and experienced management team is also
an important indicator of quality, albeit a more
subjective one, which makes it trickier to assess. I
readily admit to being more at home in analysing
numbers than trying to gain insights by analysing
management. However, since management ultimately
functions as the custodians of the businesses I invest
in, I have some yardsticks in place to assess their
actions.  
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As a starting point, I consider their track record in
being good stewards of the business: do they act on
behalf of their customers, employees and investors
when managing the business, or are they principally
interested in personal enrichment or empire building?
Does management reinvest in the business to protect
and expand its franchise value and brand for the long
term, or are they focused on creating perceived
short-term ‘value’ by artificially boosting earnings
growth (usually done through acquisitions) or
over-optimising the balance sheet (usually done
through excess leverage)? These questions are
inherently tied to their track record as capital
allocators: do management make smart investment
decisions that consistently generate economic
profits?  

I also carefully look at how management behave,
particularly when talking to shareholders. Are they
frank communicators, spelling out what they intend to
do? Do they recognise and pro-actively flag problems
down the road, or do they prefer not discussing such
challenges until the issue has become a crisis? Do
they own up to any mistakes? How do they deal with
failure or adversity?  

Finally, we are very much concerned with good
governance practices. While this may seem like a
box-ticking exercise, independent board members are
often the true defenders of minority shareholders’
interests. We will not allocate any capital to a
company with questionable governance practices, no
matter how good the business metrics screen or how
attractive the ‘story’ is. We simply do not think it is
worth the risk.  

Thinking like a business owner and only investing in
companies with the attributes above has been a
pathway to outperformance in FY20 and most likely
beyond. 

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

 
Since our last report one week ago, the stockbrokers
monitored by FNArena have issued 14 upgrades and
9 downgrades. 

In the good books 

ARENA REIT (ARF) was upgraded to Overweight
from Equal-weight by Morgan Stanley 

Arena REIT is raising $60m via a placement in order
to fund growth opportunities over the next 18 months.
Despite the pandemic, the company has confirmed
FY20 distribution guidance of 13.9-14.0c. Gearing will
decline to less than 18% post the capital raising,
which Morgan Stanley assesses will provide plenty of
room to fund the expenditure required in the pipeline
over the next 18 months and also provide potential for
acquisitions. Rating is upgraded to Overweight from
Equal-weight and the target is raised to $2.68 from
$2.40. Industry view is In-Line. 

ALUMINA (AWC) was upgraded to Buy from
Neutral by UBS 

The market in 2020 has experienced reduced
demand because of lockdowns associated with the
pandemic, amidst limited supply cuts. As restrictions
are lifted, prices are expected to lift. UBS envisages a
surplus in the aluminium market in 2020 but a
balanced alumina market. While alumina prices are
now 10% above the mid April lows, rising input costs
are likely to further steepen the cost curve. The
broker assesses Alumina Ltd is poised to benefit from
this through margin expansion. Rating is upgraded to
Buy from Neutral and the target raised to $2.10 from
$1.50. 

BENDIGO AND ADELAIDE BANK (BEN) was
upgraded to Accumulate from Hold by Ord
Minnett 

Ord Minnett has greater confidence in the economic
outlook, finding evidence of an improving funding cost
environment and anticipating less downside from the
economic downturn for Bendigo and Adelaide Bank
compared with peers. The broker notes the capital
position appears solid and should be less pro-cyclical.
Rating is upgraded to Accumulate from Hold, with the
target raised to $8.10 from $6.00. 

BWP TRUST (BWP) was upgraded to Buy from
Hold by Ord Minnett 

Ord Minnett assesses assets with long lease expiries
are typically -20% undervalued. Early indicators
suggest equity inflows are returning to preferred
property sectors quickly. Ord Minnett recommends
increasing exposure to long weighted average lease
expiry (WALE) A-REITs as part of its view on the
recovery post the pandemic. The broker upgrades to
Buy from Hold and raises the target to $4.40 from
$3.50. 

CHARTER HALL LONG WALE REIT (CLW) was
upgraded to Buy from Hold by Ord Minnett 

Ord Minnett upgrades to Buy from Hold. The broker
assesses assets with long lease expiries are typically
-20% undervalued. Early indicators suggest equity
inflows are returning to preferred property sectors
quickly. Ord Minnett recommends increasing
exposure to long weighted average lease expiry
(WALE) A-REITs as part of its view on the recovery
post the pandemic. Target is raised to $5.80 from
$4.80. 

GWA GROUP (GWA) was upgraded to Neutral
from Underperform by Credit Suisse 

Home improvement activity has been supported by
changes to working arrangements during the
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pandemic. Credit Suisse believes GWA Group will be
a beneficiary although growth has historically been
more modest compared with hardware sales. The
broker likes the primary exposure to new housing and
is less concerned about a decline in demand for
interior projects as restrictions ease. Rating is
upgraded to Neutral from Underperform and the
target is raised to $3.15 from $2.20. 

HEALIUS (HLS) was upgraded to Outperform from
Neutral by Macquarie 

Macquarie reviews the near-term growth assumptions
and assumes a less substantial impact from the
pandemic. The broker believes Healius is positively
leveraged to improved activity levels heading into
FY21. The company has highlighted the potential
divestment of its medical centres, and if proceeds are
used to repay debt, Macquarie calculates this would
reduce pro forma gearing to 1.5x from 2.7x. Rating is
upgraded to Outperform from Neutral and the target
is raised to $3.00 from $2.70. 

NATIONAL AUSTRALIA BANK (NAB) was
upgraded to Buy from Neutral by UBS 

While the numerous pressures on banks have
weighed over recent years and the stocks have
consistently underperformed, UBS suggests the
outlook may not be so bleak. While the economy is
not emerging from its problems as yet, the broker
believes the market is likely to factor in a recovery in
bank returns unless there is further deterioration.
National Australia Bank is upgraded to Buy from
Neutral. In a good environment credit losses could fall
back to mid-cycle levels by FY22 and asset inflation
may begin to normalise. A sector return of around 9%
still appears possible, in the broker’s view. Target is
raised to $20.50 from $16.50. 

SANTOS (STO) was upgraded to Add from Hold
by Morgans 

Morgans believes the hurdles to new growth have
increased substantially. Oil is recovering and large
producers have regained profitability, which is an
essential improvement in fundamentals. Santos is
considered best placed to resume growth with a
significant competitive advantage over close peers.
Dorado is likely to provide an attractive growth option

and the increased stake in Darwin LNG has raised
confidence in the Barossa development. PNG
remains the risky proposition. Rating is upgraded to
Add from Hold and the target to $6.30 from $4.39. 

SIMS METAL MANAGEMENT (SGM) was
upgraded to Buy from Neutral by UBS 

UBS assesses limited visibility and volatile trading
have driven the stock to trade at, or below, net
tangible assets. However, scrap markets are
expected to improve as the US economy re-opens.
UBS upgrades to Buy from Neutral as a result. In
addition, the push into cloud recycling offers the
opportunity for more stable volumes. Target is
reduced to $10.20 from $10.80. 

SOUTH32 (S32) was upgraded to Buy from
Neutral by UBS 

UBS upgrades to Buy from Neutral, assessing the
risk/reward is attractive. There is upside risk to spot
alumina, aluminium and metallurgical coal in the
medium term, partly offset by manganese. Moreover,
there is a strong balance sheet and the business is
reshaping the portfolio with the Hermosa project,
Ambler & Eagle Downs and via the exit of South
African energy coal and manganese alloy smelters.
UBS envisages a number of potential catalysts.
Estimates are reduced for FY20 by -6% and for FY21
by -14% to reflect new guidance. Target is reduced to
$2.80 from $2.90. 

STOCKLAND (SGP) was upgraded to Overweight
from Equal-weight by Morgan Stanley 

Residential stimulus and the restructure of stamp duty
are expected to provide support for Stockland.
Morgan Stanley lifts FY21 and FY22 settlement
estimates to 5000 and 5400 lots, respectively. The
broker takes a more positive view, given housing
stimulus at both federal and state levels and support
for retail as stores re-open faster than expected.
Rating is upgraded to Overweight from Equal-weight
and the target raised to $4.30 from $3.10. In-Line
industry view. 

WESTPAC BANKING CORPORATION (WBC) was
upgraded to Buy from Neutral by UBS 
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Westpac has completed its investigation into the
AML/CTF compliance issues. The assessment was
some areas of risk were not sufficiently understood
and accountability for managing compliance end to
end was unclear There are also failures
acknowledged in other areas which occurred because
of a mix of technology and human error. The bank
believes appropriate action has been taken. A
-$900m provision for an AUSTRAC penalty was
raised in the first half and Morgan Stanley does not
expect further charges to be included. Morgan
Stanley retains an Underweight rating. Target is
$15.00. Industry view: In Line. 

WORLEY (WOR) was upgraded to Outperform
from Neutral by Credit Suisse 

Credit Suisse assesses the company has more
exposure to less volatile industries and a recovery in
the next 6-12 months is expected. Worley is now less
exposed to oil & gas capital projects but has a higher
exposure to oil & gas customer operating activities.
There is also around 37% of revenue emanating from
the chemical sector. The broker expects an update on
trading conditions at the investor briefing on June 10.
Rating is upgraded to Outperform from Neutral on
valuation grounds and the target is lowered to $10.50
from $15.00. 

In the not-so-good books 

ASX (ASX) was downgraded to Underperform
from Neutral by Credit Suisse 

Cash equity activity remained strong in May with the
ASX on track for a record second half. ASX 24
derivatives activity was very weak, which Credit
Suisse suggests was likely the result of the RBA rate
targeting initiatives. Equity raisings also remained
elevated. However, going into FY21 revenue growth
is expected to slow and the fall in the BBSW rate will
create a further obstacle. The broker assesses
earnings estimates are starting to look stretched and
downgrades to Underperform from Neutral as the
stock has outperformed the market over the last three
months. Target is steady at $73. 

AURELIA METALS (AMI) was downgraded to
Accumulate from Buy by Ord Minnett 

The stock has rallied 66% over the past month and is
approaching Ord Minnett’s valuation. Hence, the
rating is downgraded to Accumulate from Buy and the
target is raised to $0.55 from $0.45. The broker
assesses investor sentiment has shifted to a view that
the worst is now behind the business. Recent
exploration updates have broadly confirmed
expectations for mine life extensions at higher
grades. 

DOMINO’S PIZZA ENTERPRISES (DMP) was
downgraded to Hold from Add by Morgans 

Domino’s Pizza stores are now open for business
with carry-out back to normal levels and store rollout
being ramped up. Morgans points towards an
increase in delivery growth during the pandemic-led
lockdown, driven by new customers. Reinforced by
the increase in delivery, store rollout will be an
important part of the group’s strategy, highlights the
broker. The target increases to $63.22 from $55.57.
Although the group has been a very well-placed
domestic consumer discretionary stock during and
post-pandemic, Morgans downgrades its ratings to
Hold from Add due to the recent share price strength. 

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

Citi has become more constructive about the pick
up in China. The rally in copper is expected to
continue against a backdrop of stronger Chinese
activity and higher oil prices. Base metal stocks are,
however, downgraded against the recent rally. The
cheapest entry point is behind the market but the
broker still envisages value as a rebound in base
metals is not fully priced in. Rating is downgraded to
Neutral from Buy and the target is raised to $5.70
from $5.60. 

NUFARM (NUF) was downgraded to
Underperform from Neutral by Macquarie and to
Reduce from Hold by Morgans 

Macquarie was disappointed with the trading update
and the outlook for the fourth quarter as the impact of
the pandemic creates uncertainties and challenges.
The fourth quarter is Nufarm’s largest seasonal
quarter. Europe is experiencing the greatest impact
from the pandemic and earnings are likely to be well
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behind in the second half. Meanwhile, North America
has been affected by changed consumer demand in
the turf and ornamental segments, although improved
crop protection performance has more than offset this
weakness in the third quarter. Macquarie downgrades
to Underperform from Neutral and reduces the target
to $4.85 from $5.10. 

Covid-19 is starting to impact Nufarm’s fourth quarter
and Europe’s second-half earnings forecast has
been lowered by Morgans. The broker also expects
an increase in finance costs with more FX volatility.
The balance sheet looks fine following the sale of the
South American operations for $1bn. Morgans
downgrades its rating to Reduce from Hold due to
uncertainty over earnings with target price increased
to $4.76 from $4.60. 

SANDFIRE RESOURCES (SFR) was downgraded
to Neutral from Buy by Citi 

Citi has become more constructive about the pick
up in China (see IGO downgrade above). Rating is
downgraded to Neutral/High Risk from Buy/High Risk.
Target is raised to $5.60 from $5.50. 

VICINITY CENTRES (VCX) was downgraded to
Neutral from Outperform by Macquarie 

Macquarie has returned from research restriction
following Vicinity Centres’ capital raising to
downgrade to Neutral from Outperform. The prior
rating was based on a belief the market was more
pessimistic than the broker’s -20-30% decline in
asset value forecast, but the stock has since re-rated
on the reopening theme. Downside protection is
provided by the raising vis a vis gearing, but the
broker believes further upside is limited by asset
value decline to come. Target $1.75 (was $1.70). 

ZIP CO (Z1P) was downgraded to Neutral from
Buy by UBS 

The company has announced the scrip acquisition
of Quadpay, a US business in which it held a 14%
stake previously. The broker envisages a number
of positives, including exposure to the world’s largest
retail market. Quadpay has been a strong performer
during the pandemic. Through a capital raising of up
to $200m the company has resolved near-term equity

funding concerns, say the analysts. However, UBS
suggests there are some unknowns, including the
precise economics of Quadpay. There is also intense
competition in the US. UBS believes it prudent to take
a conservative approach to the acquisition and
downgrades to Neutral from Buy. Target is raised to
$5.60 from $3.70. 

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. 
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Questions of the Week
by Paul Rickard

 
1. What’s your view on switching my
Commonwealth Bank (CBA) shares for Bendigo
Bank (BEN)?

Maybe for a very quick trade, but otherwise, I
wouldn’t recommend. I can’t readily think of any
strategic advantage the minor banks have over the
major banks. Stick with the strength. 

I acknowledge that I probably would have said the
same 6 weeks ago. Since then (most recently the last
few weeks), the minor banks such as Bendigo have
bounced hard (up 50% from its post Covid-19 low),
compared with 33% for the CBA. But, compared to its
52–week high, the CBA is only off 21.4%, whilst
Bendigo is down 32%. 

2. What are your thoughts on Templeton Global
Growth (TGG), exposed tothe global economy,
but a listed investment company paying
franking dividends? They seem to meet the global
diversification strategy. 

Pass. The only positive I can find about Templeton
Global Growth (TGG) is that it is trading at a discount
to NTA (net tangible assets) of approximately 15%. I
don’t understand why you think the dividends are
franked. No LIC investing overseas can offer franked
dividends. I can only find performance data on their
website to 31 March, but it has underperformed
compare to its benchmark over the last 3 months, 1
year, 3 years, 5 years and 10 years. 

I am biased and have a clear conflict (I am a
Non-Executive Director), but if you want to consider a
LIC investing overseas with a great manager and
great performance, which also pays a modest
dividend, have a look at WQG (WCM Global
Growth). 

3. My wife and I have a corporate SMSF and are
thinking about adding 17% Australian Super to
our portfolio in our separate individual names.
Our SMSF has 55% in cash & TDs, some of which
we would use for the Australian Super investment
to seek higher returns than current TD
rates. We’re both retired and in pension phase.
We understand that we would be increasing
our annual fees but see that Aussie Super
achieves much higher net returns than the cash
we have in our SMSF portfolio. Additionally, we
agree that there will be a point in the distant
future as we age where all of our super will be
with Aussie Super and we would like to start that
relationship now. What pros and cons do you see
in our plan? 

I think it is a reasonable strategy to invest some of
your super monies with Australian Super if the
primary objective is to commence the transition from
“self-managed” to “externally managed” and wind
up your SMSF. If it is just to run down your cash
balances (I am a bit of a loss to understand why you
would have 55% invested in cash and term deposits),
there are many other investment alternatives your
SMSF could access. 

Obviously, the main disadvantage is going to be extra
fees (with indirect fees, you will be paying around
0.80% pa with Aussie Super), and there won’t be any
commensurate saving on your accounting or admin
fees for your SMSF. An upside could be access to life
and TPD insurance. 

4. Last week, Charlie wrote about exposure
to global markets and how he is going to make a
case for Warren Buffett’s Berkshire Hathaway, a
stock I couldn’t afford. I’ve previously thought
about gaining direct exposure to US stocks but
seems like a bit of a hassle. What are some of the
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best ETF/LICs that a small player could use to
start gaining exposure to global stocks? 

You can of course buy Berkshire Hathaway Class B
shares – they a 1,500th of a Class A share and trade
at USS191.51 (the class A shares are each worth
US$287,200). The code is BRK.B. Easy to purchase
through CommSec or nabtrade 

More generally, if you are looking to invest offshore,
the easiest way is through index tracking ETFs
trading on the ASX such as IVV (which tracks the US
S&P 500), or its currency hedged version IHVV. For
broader exposure (all world markets), consider
IWLD/IHWL or VGS/VGAD. 

You may also want some active managers. Try
Magellan, WCM and Platinum through MGE, WQG
and PIXX. These all trade on the ASX. 

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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