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Invest in quality for the long term? Can do!; 5 income
favourites for all 

By now I have repeated my investing strategy enough for you to know it: “buy quality companies when
the market is down and hold them for the long term.” But I still get questions about what I mean
specifically. In my article today, I look at what long-term investing means through the example of
Commonwealth Bank (CBA) over the years.

    Sincerely,

 
  Peter Switzer
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Invest in quality for the long term? Can do!
by Peter Switzer

 
On many occasions I have explained how I invest but
possibly a new reader of one P.Switzer inquired what
I mean when I say: “Buy quality companies, when the
market is down and hold them for the long term.” 

Using the Twitter platform Stu pondered what I
actually mean when I say “for the long term.” 

Stu tweeted his question with the following chart but
I’m not sure why: 

 

I can’t see the relevance of a volume chart but I can
see why someone might look at the stock price
showing a quality company such as CBA and wonder
how long is this “long term” of which you speak and
how long do I have to wait to make money? 

Before looking at such a chart, let’s look
at the Investopedia definition of the long term. 

“Long term refers to the extended period of time that
an asset is held. Depending on the type of security, a
long-term asset can be held for as little as one year or
for as long as 30 years or more,” it
explains. “Generally speaking, long-term investing for
individuals is often thought to be in the range of at
least seven to 10 years of holding time, although
there is no absolute rule.” 

I see the mid-term as 2 to 5 years. Anything less goes
into the short term or very short term, which puts you
in the “you’re trading and punting” class. 

Let’s look at the CBA over these time periods 

CBA short-term

 

 

The short-term player would have had a rotten
experience of the CBA seeing its share price drop
from $91 before the Coronavirus crash to a low
$54.26 on March 23. That’s a 40% loss. However,
since then, the stock in the very short term has
rebounded to $67 so the gain has been 23%. 

CBA medium term
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And the story doesn’t improve that much over the
medium term, which makes me happy I never say:
“Buy quality companies for the medium term!” 

But let’s get this in perspective. In 2015, the
Government implemented restrictive measures on the
banking system to make our banks’ balance sheets
stronger, which cut into profitability. At the same
time, APRA cracked down on lending to Asian
property buyers and then, in late 2017, the Hayne
Royal Commission was set up and we can see that
this company and its rivals have faced a perfect storm
of headwinds bordering on cyclones! 

Certainly, if you only got into CBA over the past five
years and had taken my advice and bought it on each
serious dip, you would have a dollar cost average
share price of about $70. 

But over that time, you would have received about an
8% return via dividends and franking credits, which
isn’t bad for a poor mid-term performer. 

What about the long term? 

Here the story well and truly endorses my view that
you buy quality companies when the market
is down, and you wait for the long term. 

 

This chart says the CBA went as low as $28 in
January 2009 but even if you had waited to mid-2009
and bought in at $40, your capital gain would be
67.5% and your most recent dividend yield was
10.7% plus franking! 

With all of its externally–imposed problems, it still has
been a good long-term investment. 

And what if we selected a company that hasn’t had a
constant run in with Government, such as CSL or
Woolworths? Would they reinforce my argument that
buying quality companies when they’re being
smashed is a good investing idea? 

CSL

 

Woolworths (WOW)
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You don’t get rich in a day but daily. You grow your
wealth by being invested in quality companies for the
long term. I rest my case. 

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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5 income favourites for all!
by Paul Rickard

 
I received this request last week. I have had many
like it: “Many of us are looking for advice on which
stocks to buy that will produce an income over 4%
and be fully franked. Apart from the banks and
Telstra, which everyone holds, we are looking for
ideas to produce income with very little risk but with
full franking”. 

Of course, there are almost no investments with
“very little risk”. I would only classify government
bonds and bank term deposits in this category,
certainly not any stocks. But I understand the intent of
the question: lower risk stocks where the downside
risk is not as high. 

Using the following criteria, I have come up with five
candidate stocks: 

No banks or Telstra. 
No resource companies (because they are
‘price-takers’ and have almost no influence
over the revenue they earn), although I do
have a transport company involved in the
resources industry. 
ASX top 150. 

Reasonably defensive (as demonstrated by a
low beta and qualitative assessment). 
Expectation that earnings and dividends
should continue to grow. 
Forecast dividend yield higher than 2.5%. 
Preference for franking; and 
Variety of industry sectors to support
diversification objectives. 

Here are the five (in alphabetical order): 

1. APA Group (APA) 

Last price: $11.22 

Broker Target Price: $11.48 

FY20 Forecast Distribution 50c           FY20 Forecast
Yield: 4.5%, about 35% franked 

FY21 Forecast Distribution 52.4c        FY21 Forecast
Yield: 4.7%, about 35% franked 

Beta: 0.52 

APA is a leading Australian energy infrastructure
business. It owns and operates about $21bn of
assets, including 15,425 km of gas transmission
pipelines, approx. 29,000 km of gas mains, and is
involved in gas fired power generation, gas
processing, gas storage and solar and wind power
generation. Current development activities include the
expansion of the Orbost Gas Processing Plant in
Victoria, and consideration of investment
opportunities in North America, potentially via
acquisition. 

APA Group (2015 to 2020)

Source: nabtrade

In April, APA very marginally lowered full year
guidance for EBITDA of $1,635m to $1,655m, up
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3.8% to 5.2% on FY19. It reconfirmed a full year
distribution of 50c per unit, implying a final distribution
of 27c per unit. Franking will be around 35%. 

This puts APA on a yield of 4.5%. On analysts’
forecasts, the prospective FY21 yield is 4.7%. 

To quote a recent report from Citi: “Citi considers
APA attractive with limited earnings impacts from
Covid-19, medium term growth opportunities, strong
liquidity and a defensive yield.” 

2. Aurizon Holdings (AZJ) 

Last price: $4.64 

Broker Target Price: $5.54 

FY20 Forecast Distribution 27.1c        FY20 Forecast
Yield: 5.8%, about 70% franked 

FY21 Forecast Distribution 28.9c        FY21 Forecast
Yield: 6.2%, about 70% franked 

Beta: 0.63 

The former Queensland National Rail, Aurizon hauls
coal, iron ore and other bulk commodities from mine
to port. It owns 500 locomotives, more than 11,000
wagons and services 2,670 km of rail track across
Queensland, NSW and WA. Coal is the main
commodity hauled, responsible for more than 50% of
revenue. 

Aurizon (2015 to 2020)

Source: nabtrade

Aurizon maintains an active capital management

program, and after providing for sustaining and
transforming capital, targets a dividend payout ratio of
70% to 100%. Surplus capital is either returned (via
buybacks) or invested in new growth opportunities. 

In early June, Aurizon provided an update to the
market, saying: “While the Covid-19 pandemic has
had some impact to coal demand in Asia and on the
Indian sub-continent, it has not been material to date
to volumes and the Company’s earnings.
Accordingly, we re-iterate our underlying EBIT
guidance of $880m to $930m for FY20”. 

The major brokers are positive on the stock with 5
buys and 1 neutral recommendation. According to
Morgans: “a solid dividend yield, strong balance
sheet and resilient earnings are expected to support
the stock”. 

Aurizon is trading on a forecast yield of 5.8% for
FY20 and 6.2% for FY21. Franking is around 70%. 

3. JB Hi-Fi (JBH) 

Last price: $40.00 

Broker Target Price: $40.53 

FY20 Forecast Distribution 170.7c      FY20 Forecast
Yield: 4.3%, 100% franked 

FY21 Forecast Distribution 138.7c      FY21 Forecast
Yield: 3.5%, 100% franked 

Beta: 0.85 

Unquestionably Australia’s best retailer, JB Hi-Fi is
one of my favourite stocks. Despite the headwinds
facing the sector, including the Amazon juggernaut,
JB Hi-Fi has delivered in spades for shareholders.
This chart from their February half year report says it
all. 
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Dividends have increased from $0.89 for FY15, $0.99
for FY16, $1.18 for FY17, $1.32 for FY18, $1.42 for
FY19 to a forecast $1.70 for FY20. The brokers are a
little more circumspect about FY21, forecasting a
reduction back to $1.39. 

The pandemic has been a boomer for JB Hi-Fi’s
Australian sales. Last week, it reported an increase in
comparable store sales for the five months to end of
May of 20.0% for its Australian electronics business
(JB H-Fi) and 23.5% for its Good Guys business. It
lifted its full year profit guidance to be in the range of
$300m to $305m, an increase of 20% to 22% on
FY19. 

JB Hi-FI (2015 to 2020)

Source: nabtrade

A risk with JB Hi-Fi is that it is “fully priced” and
perhaps things can’t get much better. While the
earnings multiple is not high compared to the market
at 14.5 times FY20 earnings and 17.5 times FY21
earnings, it is higher than the sector (Harvey Norman,
for example, trades on a multiple of 12.7 times).
Accordingly, the major brokers are a little
circumspect, with 2 buy, 4 neutral and 1 sell
recommendation (source: FN Arena). 

But it has the track record, and while Richard Murray
is the CEO, I reckon that is worth backing. 

4. Medibank Private (MPL) 

Last price: $2.93 

Broker Target Price: $2.84 

FY20 Forecast Distribution 11.5c        FY20 Forecast

Yield: 3.9%, 100% franked 

FY21 Forecast Distribution 12.2c        FY21 Forecast
Yield: 4.2%, 100% franked 

Beta: 0.66 

Australia’s largest private health insurer, Medibank
Private, has made sound progress under CEO Craig
Drummond in growing market share and customers,
managing costs, and taking a lead to help drive
industry reform. It has almost stopped the customer
leakage from its main MediBank brand, while
securing new customers under its low
cost ahm brand. 

But like other insurers, it faces significant industry
head winds. These include: 

Declining health insurance membership as
customers vote with their feet and say that
private health insurance is “too expensive”.
According to data from APRA, the number of
Australians with private hospital cover fell by
9,400 in the December quarter. Only 44.0% of
the population has hospital cover; 
Pressure on premiums, with Government
under pressure to limit premium increases; 
Claims inflation, particularly relating to
prostheses and with dental; and 
Age mix, as younger, healthier customers
leave the system or delay taking out
insurance, leaving older, less healthy
customers.   

It has benefitted from the Covid-19 pandemic as
policyholders/hospitals deferred elective surgery, and
policyholders reduced expenditure on ancillary health
services. This has enabled it to freeze any premium
increase for 6 months and make a commitment
to return any “permanent Covid-19 related benefits”
to its customers. Against this, a small number of
policyholders have suspended their policies. Its
investment income has also been hit. 

Medibank Private (2015 to 2020)
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Source: nabtrade

In early May, Medibank re-affirmed that it expected
health insurance earnings to be higher in the second
half, and that its dividend payout ratio would be at the
top end of the target range of 75% to 85%. According
to FNArena, the brokers now forecast a full year, fully
franked dividend of 11.5c per share for FY20, rising to
12.2c in FY21. This puts it on a yield of 3.9% for
FY20 and 4.2% for FY21 

5. Woolworths (WOW) 

Last price: $36.67 

Broker Target Price: $37.91 

FY20 Forecast Distribution 96.1c        FY20 Forecast
Yield: 2.6%, 100% franked 

FY21 Forecast Distribution 106.1c     FY21 Forecast
Yield: 2.9%, 100% franked 

Beta: 0.66 

Woolworths took the fifth spot by a nose over
competitor Coles. While the latter is cheaper and
trades on a multiple around 23 times forecast FY20
earnings compared to Woolworth’s 28 times FY20
earnings, it is not as good as business and a
premium for Woolworths is warranted. 

Woolworths has underperformed in a relative sense
over the last six weeks or so as the market started to
appreciate that panic Covid-19 buying
was subsiding and Woolworths was incurring
additional costs. As a defensive stock, it also lost
favour as the market’s attention switched to

pandemic recovery stocks. 

Woolworths (2015 to 2020)

Source: nabtrade

Looking ahead, competitive pressures in
supermarkets have eased a touch
following Kaufland’s withdrawal from Australia and a
more rational approach to
pricing. BigW’s performance is improving, while in
liquor, the separation of the Endeavour Drinks
business which includes Dan Murphys as well as the
largely closed hotel business, has been deferred to
calendar 2021. 

Woolworths is no star on the income side with a
forecast yield of 2.6% (fully franked) for FY20 and
2.9% for FY21. But it is relatively low risk, and the
premium operator in its sector. 

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 lithium stocks for your long-term portfolio
by James Dunn

 
Just two years ago, Australia had stolen a march on
the electric vehicles (EVs) revolution, with Australian
miners poised to supply big portions of the world’s
demand for metals to support the shift to EVs, and for
renewable energy. 

That is still the case, but the investment side of this
has not worked out. However, the world’s need for
battery metals – in particular, lithium – is only going to
grow, and Australian companies will play a major
role. 

Lithium is on the rise, with its use in the lithium-ion
battery value chain expected to result in a $2 trillion
market by the middle of the decade. Last year, car
giant Volkswagen described lithium as the
“irreplaceable element of the electric era.” But the
perennial problem in the mining industry – supply
expanding to meet higher prices, and eventually
bringing prices down – has raised its head again. 

Since mid-2018, the price for high-end 99.5% battery
grade lithium carbonate has dropped by two-thirds,
from US$22 a kilogram to US$7.50 a kilogram, on the
back of increased lithium supply from new mines in
Australia, and China’s cut in government subsidies
for purchasers of EVs – China is the world’s largest
market. 

The Chinese companies that convert Australian
spodumene (lithium ore) into battery-grade lithium
carbonate found themselves last year with an excess
supply of spodumene, which flowed into an
oversupply of lithium carbonate in China. 

The Covid-19 pandemic further depressed demand
for EVs, as the global economy ground to a halt. But
as uptake of EVs around the world eventually picks
up, the market will rebalance; the industry expects the
lithium market to start coming under “significant

pressure” from 2022, meaning the price will swing
higher. 

In the meantime, the price falls pushed the lithium
producers to take action they’d rather not
have taken. 

Australian lithium miner Mineral
Resources (MIN) that operates the Wodgina
mine in Western Australia as 40% joint
venture partner with US company Albemarle
(the world’s biggest lithium producer),
mothballed the mine last November and
won’t reopen it until prices improve. The
partners remain confident in lithium’s
long-term positive fundamentals and
in Wodgina’s future, saying it is a world-class
asset with a mine life of more than 30
years. MinRes also operates the Mt Marion
lithium mine near Kalgoorlie, which is still
operating.
In January, Wesfarmers (WES) who got
involved in lithium when it took over Kidman
Resources last year, just as the lithium bubble
started to burst, delayed the final investment
decision on its Mt Holland lithium project,
which includes building a 45,000
tonnes-a-year lithium hydroxide plant until the
first quarter of 2021. WES is developing the
mine and processing plant in partnership with
global lithium heavyweight SQM of Chile.
Pilbara Minerals (PLS), which owns and
operates the Pilgangoora Lithium-Tantalum
project in the eponymous Western Australian
region, cut back lithium production in June
2019, with current production only intending to
meet already ordered demand. However, the
company struck a new offtake agreement with
a Chinese customer earlier this year and is
poised to ramp-up production when the
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market begins to recover.
Galaxy Resources (GXY) who own and
operate the Mt Cattlin mine in Ravensthorpe,
Western Australia, which produces
spodumene and tantalum concentrate, cut
production at Mt Cattlin in October 2019,
(Galaxy also owns the James Bay lithium
pegmatite [another lithium ore] project in
Canada, and is developing the Sal de Vida
lithium and potash brine project in Argentina. 

This has had heavy impact on share prices,
although MinRes has the diversification of iron ore
and mining services to protect it. It was even worse
news for shareholders in lithium miner Alita
Resources, which owns the Bald Hill lithium and
tantalum mine in Western Australia – their company
went into receivership in August 2019. 

Let’s look at the companies more closely. 

Arguably, Galaxy Resources, Pilbara Minerals and
Orocobre have all been slashed back to price levels
that could generate strong returns for those investors
who can look over the horizon to a picture of lithium
demand that first, clears up the over-supply, and then
pushes the market into deficit. With lithium’s role in
batteries and batteries’ increasing applications, that
is not an investment stab in the dark. 

 

1. Galaxy Resources (GXY, 96 cents)

Market capitalisation: $414 million 

Three-year total return: –20.8% a year 

Analysts’ consensus target price: $1.16
(Thomson Reuters), 93.8 cents (FN Arena) 

Galaxy has lost three-quarters of its value since early
2018, and is nursing its Mt Cattlin operation through

the lithium market downturn with a “market-driven
strategy” that sees Mt Cattlin being run to produce
positive free cash flow to help fund development
spending at Sal de Vida and James Bay. As Morgan
Stanley puts it, “the relevance of production metrics
in the first quarter is limited,” because the lithium
market won’t always be in the doldrums. Broker Ord
Minnett describes Galaxy Resources as “well-placed
to ride out the lows in the lithium sector,” although
the broker says it does need to make a final
investment decision on Sal de Vida soon, in order to
benefit from a future recovery in prices. 

Galaxy is not profitable and is not expected to be in
2020 or 2021 (it uses the calendar year as its
financial year). But as a hard-rock miner it is
well-positioned for a market recovery: last year,
Volkswagen described hard-rock lithium mining as
the “future-proof solution, both commercially and in
terms of sustainability.” 

However, Galaxy’s share price could go a lot lower
than it currently is. In fact, Galaxy exemplifies the
dilemma for investors contemplating lithium exposure.
On the same day, 24 April, broker Macquarie issued
an “underperform” call on the stock, with a price
target of 34 cents, while rival broker UBS issued a
“neutral” rating on GXY, with a price target of $1.09. 

 

2. Mineral Resources (MIN, $20.44)

Market capitalisation: $3.8 billion 

Three-year total return: 31.8% a year 

Analysts’ consensus target price: $19.97
(Thomson Reuters), $19.07 (FN Arena) 

MinRes is one of the world’s top five lithium miners,
owning 40% of the largest hard rock lithium deposit,
Wodgina. Although currently on “care and
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maintenance,” Wodgina is the world’s largest known
hard rock lithium resource, with an expected mine life
of more than 30 years, shipping 750,000 tonnes a
year of 6% spodumene concentrate to Chinese
customers. The partners say Wodgina will remain idle
until demand for spodumene warrants a
re-start. MinRes’ Mt Marion spodumene lithium mine
near Kalgoorlie is still operating but delivered a sharp
fall in earnings as the lithium price continued its
tumble in 2019. 

The attraction of getting lithium exposure
through MinRes is that investors also have the
diversification benefits of the company also being
Australia’s fifth-largest iron ore producer and
also having a stable base of cash flow and profits
coming off the mining services business. MinRes is
the world’s largest crushing contractor, and a leading
“pit-to-port” mining services supplier. Because of this
diversification, Mineral Resources is a dividend payer,
with a forecast (analysts’ consensus) fully franked
yield of 3.3% for FY20, and 3.2% for FY21, which
equate to about 4.6%–4.7% grossed-up. Against that,
the stock looks fully valued. 

 

3. Pilbara Minerals (PLS, 31 cents)

Market capitalisation: $689 million 

Three-year total return: –7% a year 

Analysts’ consensus target price: 21 cents
(Thomson Reuters), 21.8 cents (FN Arena) 

Pilbara Minerals has taken the lithium slump hard,
falling from $1.20 in January 2018, to 31 cents. The
company owns and operates the Pilgangoora
Lithium-Tantalum Project, which has cut back
production. 

Pilgangoora is a world-class asset and it is a
hard-rock lithium source with strong offtake
agreements with Chinese customers. It also has an
agreement with Korean metals giant POSCO to
proceed with the development of a 40,000
tonnes-a-year conversion facility in South Korea,
which will its lithium ore to lithium carbonate
equivalent (LCE), supported by POSCO’s leading
purification technology, PosLX. 

Post-Covid, Pilbara Minerals is going to be involved in
supplying lithium to the battery markets for a long
time, from a proven operation; but it has a similar
problem to Galaxy, in that Macquarie is very bearish
on the stock, with a price target of 10 cents. Credit
Suisse, however, has a target of 40 cents. It also has
not helped the share price that PLS fell out of the
S&P/ASX 200 this month (effective 22 June). 

4. Orocobre (ORE, $2.44)

Market capitalisation: $676 million 

Three-year total return: –14.1% a year 

Analysts’ consensus target price: $2.65
(Thomson Reuters), $2.68 (FN Arena) 

Orocobre is trading 65% lower than it was at its
peak before the lithium bubble popped. 

The Australian-listed Orocobre owns 66.5 per cent of
the Olaroz lithium facility in Argentina’s high desert,
where briny groundwater is pumped to the surface,
concentrated in evaporation ponds, then purified into
lithium carbonate of more than 99% purity. As such, it
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is different to its hard-rock mining rivals – it bills itself
as a supplier of lithium chemicals rather than lithium
ore. 

Olaroz shuttered production in March – because
of the Argentinian government’s Covid-19 quarantine
restrictions, not the state of the lithium market – but
recommenced production and shipping of lithium
carbonate at Olaroz in April. March quarter production
was 11.1% lower than the March 2019 quarter. 

Orocobre was profitable in FY19, but profit does not
appear to be in the offing for FY20 and FY21. The
investment premise for Orocobre relies on its
world-class, long-life asset at Olaroz, its strong links
with Japanese customers and lenders – its joint
venture partner at Olaroz is Toyota Tsusho, Toyota’s
industrial arm – and it has Japanese government debt
guaranteed. Orocobre’s Japanese links are being
strengthened with construction of a lithium hydroxide
processing facility in Fukushima. Post-Covid-19,
Orocobre will be back on track to double production
at Olaroz. The stock appears to have good upside,
with Morgans the most optimistic broker, with a price
target of $4.07 – which it actually lowered from $4.80,
in April. 

If investors don’t want to take single-stock risk, they
could consider a broader exposure such as ETFs like
the ETFS Battery Tech & Lithium ETF (ASX code:
ACDC), which offers exposure across the battery
technology supply chain globally.  

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

 
Above average volatility has hit the local share
market, but the balance between upgrades and
downgrades in stockbroker ratings for ASX-listed
stocks remains remarkably stable thus far in June. 

For the week ending Friday, 12 June 2020 FNArena
counted 12 upgrades versus 14 downgrades issued
by the seven stockbrokers monitored daily. 

One of the observations to make is the total
percentage of Buy and equivalent ratings has now
crossed the 50% mark, against 40% holds and 9.20%
Sell ratings. 

Given the strong rally in the share market, that high
percentage in Buy ratings is a reminder of how
polarised the share market remains in 2020,
irrespective of COVID-19 impacts and fallouts. 

Equally remarkable, Citi, Credit Suisse and Morgans
are all carrying more Buy ratings than Hold/Neutrals,
with Ord Minnett evenly balanced. 

This means Macquarie, Morgan Stanley and UBS
have their majority recommendations grouped
together in the Hold basket. 

Macquarie carries the most Sell ratings of all seven. 

In what can possibly be interpreted as a sign of the
times, all 12 upgrades for the week moved to a fresh
Buy with gold producers prominently represented. 

The opposite side shows five downgrades to Sell,
with Computershare, JB Hi-Fi, South32, Webjet and
Worley the receivers. 

Both upgrades and downgrades to forecasts show
multiple hefty adjustments, with the week’s overview
for positive revisions showcasing numerous hefty

increases, led by Qantas, OceanaGold and JB Hi-Fi. 

On the negative side, Sims Metal Management
received the heaviest cuts for the week, only just
beating oOh!media for the bottom spot, with Cooper
Energy, Graincorp, Perseus Mining, and Nufarm all
seeing forecasts drop by double-digit percentages. 

In the good books 

ALACER GOLD CORP (AQG) was upgraded to
Outperform from Neutral by Credit Suisse B/H/S:
2/1/0 

Credit Suisse increases gold price forecasts for
2020-22, again. Fundamentals underpinning the gold
sector include low and negative yields, a weakening
US dollar and expectations that significant fiscal
stimulus from various governments will ultimately be
highly inflationary. Alacer Gold’s rating is upgraded
to Outperform from Neutral and the target is raised to
$9.40 from $8.60. 

 

AVENTUS GROUP (AVN) was upgraded to
Outperform from Neutral by Macquarie B/H/S:
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2/1/0 

Macquarie believes Aventus Group is well placed to
benefit from the reopening of the economy and a
residential rebound. Peer disclosure implies rental
abatements of 32-37% over the lockdowns and the
broker has applied the same assumption for Aventus.
The broker also suggests Aventus‘ higher quality
portfolio implies upside risk. Gearing is elevated, but
asset values are relatively defensive, the broker
notes, and on an 8% plus yield and -12% discount to
net tangible asset value. The broker sees the stock
as a sustainable longer-term discretionary play.
Upgrade to Outperform from Neutral, target rises to
$2.57 from $2.43. 

EVOLUTION MINING LIMITED (EVN) was
upgraded to Outperform from Neutral by Credit
Suisse B/H/S: 2/3/2 

Credit Suisse increases gold price forecasts for
2020-22, again. Fundamentals underpinning the gold
sector include low and negative yields, a weakening
US dollar and expectations that significant fiscal
stimulus from various governments will ultimately be
highly inflationary. Evolution Mining’s rating is
upgraded to Outperform from Neutral and the target
is raised to $5.65 from $4.85. 

IPH LIMITED (IPH) was upgraded to Add from
Hold by Morgans B/H/S: 2/0/0 

IPH announced the acquisition of New Zealand based
Baldwins Intellectual Property for circa $7.4m,
considered a strategically sound move by Morgans.
The broker also expects patent filing activity in the
second half to be down with a weak final quarter.
Overall, FY20 operating income is expected to go
down by -1.5% to $114.5m while FY21-22 forecasts
stand reduced. Despite this, the company is
well-positioned and operates in a defensive sector,
notes the broker. Morgans upgrades its rating to Add
from Hold. Target decreased to $8.69 from $9.78. 

JB HI-FI LIMITED (JBH) was upgraded to
Accumulate from Hold by Ord Minnett B/H/S:
2/4/1 

JB Hi-Fi’s trading update reports strong sales growth
for JB Australia and The Good Guys for the five

months to May. Ord Minnett considers JB Hi-Fi a
winner in the retail sector with an attractive product
mix, diversified channel and location mix. Earnings
forecasts have been revised by the broker for
FY20-22 with FY20 growth expected to be driven by
JB Australia and The Good Guys. The broker is also
confident about FY21 with the ongoing momentum to
continue into the first half while the combination of
product and channel/location mix is expected to
support the second half. Ord Minnett upgrades its
rating to Accumulate from Hold with target increased
to $44 from $37. 

See downgrades below. 

NORTHERN STAR RESOURCES LTD (NST) was
upgraded to Outperform from Neutral by Credit
Suisse B/H/S: 1/2/2 

Credit Suisse increases gold price forecasts for
2020-22, again. Fundamentals underpinning the gold
sector include low and negative yields, a weakening
US dollar and expectations that significant fiscal
stimulus from various governments will ultimately be
highly inflationary. The broker prefers the large gold
stocks such as Northern Star and believes it offers
the best value. Rating is upgraded to Outperform
from Neutral and the target is raised to $14.70 from
$13.00. 

In the not-so-good books 

AMCOR LIMITED (AMC) was downgraded to
Neutral from Outperform by Credit Suisse B/H/S:
5/2/0 

Credit Suisse assesses Amcor is approaching fair
value. The investment case remains the same and
the revenue streams have proven largely defensive
throughout the pandemic. The main risk is exchange
rates, in the broker’s opinion. Hence, the rating is
downgraded to Neutral from Outperform. Target is
lowered to $15.65 from $16.90. 
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COMPUTERSHARE LIMITED (CPU) was
downgraded to Sell from Neutral by Citi B/H/S:
2/2/2 

Challenges are expected to prevail in the
short term but potential positives remain down the
track, Citi ascertains. The broker believes a rebound
in earnings is unlikely until FY22. Revenue growth in
US mortgage servicing is expected to slow materially
amid an inability to collect fees during forbearance as
well as lower margin income. The broker downgrades
to Sell from Neutral. Target is lowered to $12.00 from
$12.40. 

INTEGRAL DIAGNOSTICS LIMITED (IDX) was
downgraded to Neutral from Outperform by Credit
Suisse B/H/S: 3/1/0 

The company provided a strong trading update, with
Credit Suisse noting the resilience of end markets.
The company has acquired Ascot Radiology in New
Zealand for $48m which, while not cheap, is a
sensible acquisition, in the broker’s opinion.
Revenue has recovered from the April trough and is
approaching pre-pandemic levels. Credit Suisse
makes material upgrades to estimates but
downgrades to Neutral from Outperform on valuation
grounds. Target rises to $4.30 from $3.15. 

JB HI-FI LIMITED (JBH) was downgraded to
Underperform from Neutral by Credit Suisse and
to Neutral from Buy by UBS B/H/S: 2/4/1 

Credit Suisse suggests taking some profits after the
company has benefited significantly from the
restrictions, amid the likelihood consumer expenditure
will be lower once government support packages end.
While acknowledging the “quality” argument, the
broker observes the stock is trading at a significant
premium to peers. Sales for JB Hi-Fi Australia are up
20% and The Good Guys up 24% year-on-year,
which suggests a market share loss to Harvey
Norman (HVN) in electrical. Location factors are likely
to be the main cause, in the broker’s view. Rating is
downgraded to Underperform from Neutral and the
target is raised to $34.52 from $32.87. 

The outlook for housing appears better than UBS
feared but a downturn is still expected. House prices,
the largest driver of retail sales, are expected to fall
-5-10% and FY21 household goods sales are
expected to fall -4%. Following recent
outperformance, JB Hi-Fi is downgraded to Neutral
from Buy as the share appears to be factoring in large
upgrades for FY20/21, the broker comments. Target
is raised to $44 from $40. 

See upgrade above. 

SOUTH32 LIMITED (S32) was downgraded to
Underperform from Neutral by Macquarie B/H/S:
6/0/1 

Commodity price weakness is continuing to increase
downside risk against Macquarie’s forecasts and
now currency is becoming a major headwind. The
majority of South32’s commodities are trading below
the broker’s FY21 forecasts and all are below for
FY22. Under current spot prices, earnings would fall
in excess of -60% from the broker’s forecast. Hence
a downgrade to Underperform from Neutral. Target
unchanged at $1.90. 

WEBJET LIMITED (WEB) was downgraded to
Underweight from Equal-weight by Morgan
Stanley B/H/S: 2/2/1 

Morgan Stanley downgrades to Underweight
from Equal-weight, preferring Corporate Travel (CTD)
to Webjet. Since January Corporate Travel has
materially outperformed in terms of the share price,
yet when valuing the business Webjet’s market cap
and valuation have increased 30% and 1%,
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respectively, because of a highly dilutive capital
raising. Corporate Travel on the other hand has not
experienced the same level of business stress and
has not needed to raise capital, with its market cap
and valuation down -31% and -32%, respectively.
The broker believes this divergence in relative value
is not warranted by fundamentals. Target is raised to
$3.30 from $2.50. Industry View is In-Line. 

WORLEY LIMITED (WOR) was downgraded to
Underweight from Equal-weight by Morgan
Stanley B/H/S: 4/1/1 

Morgan Stanley considers the period ahead is
uncertain and it is unclear how revenue and margins
will adjust. Worley focused its investor briefing on the
transition to new energy, which sets up long-term
investment fundamentals but is less likely to be a
driver of earnings momentum in the short term.
Hence, relative to other energy coverage, Morgan
Stanley downgrades to Underweight
from Equal-weight. Target is $8.40. Industry view is
Cautious. 

Earnings forecast 

Listed below are the companies that have had their
forecast current year earnings raised or lowered by
the brokers last week. The qualification is that the
stock must be covered by at least two brokers. The
table shows the previous forecast on an earnings per
share basis, the new forecast, and the percentage
change. 

 

The above was compiled from reports on FNArena.
The FNArena database tabulates the views of seven
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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