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Here are the Aussie stocks I’m backing; 5 stocks to buy on
any market dips 

“Team Australian is worth backing. We beat the virus, now we reap the rewards.” In a very rare move
that he hasn’t made in years (I needed a cold shower after I read this!), Charlie Aitken encourages you
to consider some more DOMESTIC cyclical exposure in your portfolios. Read all about it in his article
today! 
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Here are the Aussie stocks I’m backing
by Charlie Aitken

 
After periods of extreme economic and market
volatility it’s very easy to believe that things will never
be the same again. It’s also very easy to become
bearish and pessimistic about the future. 

From my experience neither of those approaches
generally proves accurate and the economic and
market world returns to normal far quicker than most
people expect. 

I remember post 9/11 in 2001 and during the GFC in
2008 that the consensus view was the world would
never be the same again and the economic recovery,
if there even was to be one, would be very painful
and arduous. 

Fast forward to today (pre COVID-19 world) and
outside of airport security and banks holding more
regulatory capital, there are very few differences to
business or consumer behaviour post 9/11 and the
GFC. Time did heal pretty much all wounds and the
world reverted to growth and risk taking because
central banks made liquidity so widely available at a
record low cost. 

It could well prove that the COVID-19 “bear market”
of March and associated record collapse in economic
data and employment, will prove just a blip on
long-term charts. The more we head towards a
broader reopening of the world economy the more
likely this seems correct. 

Why do I say this? Because this market, economic
and employment collapse was self-inflicted. It was in
response to a virus, a virus that is passing and
eventually will have a vaccine. 

While I run a global fund, today I thought I’d write
about Australia and Australian equities
because, despite Australia handling COVID-19 better

than just about every other first–world country outside
of New Zealand, the ASX200 continues to
underperform global peers. Will this persist, or is
there selective opportunities in Australian equities? 

The bear case I hear about Australia and Australian
equities is “when the Jobkeeper stops and the banks
start charging interest on mortgages again, the
economy and market will tank”. There are also
concerns about rising tensions between Beijing and
Canberra. 

Firstly, let’s be clear the coordinated actions of
“Team Australia” were outstanding in a global
context. Federal and State governments acted quickly
and decisively in concert with the RBA and major
banks to save us from a much, much worse health
and economic outcome. They bought us time through
a medical emergency. They effectively pumped high
doses of economic morphine into the economy and in
my view, they did an excellent job. 

If you think I am wrong in this view, just look at how
badly the United Kingdom handled COVID-19. It was
and remains a debacle of the highest level because
leadership dithered and lacked coordination. There
was no “Team UK” as such and they have paid a
very dear health and economic price that won’t be
easy to recover from. 

On a global scale Australia looks outstanding in terms
of how we handled COVID-19. This is most likely the
key reason our national share price, the Australian
Dollar, has recovered +25% from March lows to be
basically flat for the calendar year. 

Credit must be given to Federal and State leadership,
the Reserve Bank of Australia, our medical experts
and the leadership of corporate Australia. Team
Australia passed the stiffest test of the last 100 years
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and in my view, Australia is well placed to recover
quicker than most from the economic downdraft of
“lockdown”. 

Of all the economies I look at globally, I believe
Australia has the greatest chance of the
so-called “V-shaped economic recovery”. Australians,
somewhat unexpectedly, did what was best for the
community and strictly obeyed lockdown instructions.
The population’s behaviour was a key part of Team
Australia being a success. 

But in my conversations and observations I feel a real
willingness in the community to get back to work,
make some money, and take some risk. 

We have all had plenty of time to reflect and I suspect
one reflection we’ve all had is “how good is
Australia”. I suspect, firstly, that many ex-pats who
returned from overseas won’t go back. I also suspect
many expats still living overseas will return
permanently to Australia. I also suspect many who
had considered leaving our shores will reassess.
Worries about Australia’s potential population growth
are misguided because just about the whole world is
envious of Australia right now and many will come to
live here. Population growth is a vital ingredient in
GDP growth and obviously vital in the demand for
housing. 

For all the bear stories about rising inner city vacancy
rates in rental properties because international
students have gone home, I feel the much larger
story will be the demand for Australian citizenship
from all over the world going forward, plus as I
mention above, the return of many of our 1 million
expats. I doubt those rental vacancies will remain
high for long. 

Australian’s are a naturally confident bunch and I
believe our animal spirits will return quicker and
stronger than most believe. 

The ONLY missing ingredient right now is confidence.
People are still a bit shell-shocked, but they will
realise the worst is behind us and then move quickly
to spend and take risk as they regain confidence. 

That day is potentially much closer than we believe.
While we won’t open our international borders

anytime soon, and rightly so, internally we will have
open state borders and that combined with a lifting of
all social distancing restrictions should see a jump in
both consumer and business confidence. 

Australian’s will spend disproportionally in Australia
and that will be a good thing for the potential
V-shaped economic recovery. 

The fiscal and monetary policy taps are turned fully
on. In fact, this is the full floodgates from Canberra
and Martin Place which dwarfs any response to the
GFC. This is MASSIVE fiscal and monetary policy
stimulus for what will prove a transient healthcare
event. 

That’s what we all need to remember. When we
aren’t talking about the virus, we will be left with
fiscal and monetary policy stimulus that is
long-lasting. While I describe it above as
morphine, it’s such a massive and unprecedented
dose that its effects will be felt for years, if not
decades in terms of infrastructure upgrades that have
been brought forward. 

Unemployment is a lagging indicator and its already
bottomed. Forget looking at it as a guide to the future.
If unemployment has bottomed, then in my
view it’s fair to say it’s likely the all-important
Australian bank sector has bottomed. 

The same can be said for the discretionary retail
sector and the building materials/equipment sectors. 

Money has never been cheaper and government
spending has never been larger. That is a very
supportive combination for cyclical elements of the
Australian equity market, but particularly those that
only operate in the domestic economy as it may well
prove Australian GDP growth recovers faster than the
rest of the world. Similarly, the AUD may prove more
resilient than many think and lead to offshore earners
underperforming. That is the opposite of the last 5
years where global earnings were an advantage on
the ASX. 

If any of what I describe proves accurate then the
sectors I think do the best in Australian equities are
generally described as “value” and broadly out of
favour right now. They are cyclical, and cyclicals are
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what we lead the market out the other side if my view
of a V-shaped recovery in Australian GDP proves
accurate. 

By the end of the September quarter Australia will be
emerging, hopefully strongly, from this technical
recession that was forced upon us by COVID-19. As
the data improves you will see domestic cyclicals lead
the ASX. 

On that basis if I ran Australian money I would be
increasing my holdings in all four large cap Australian
banks (ANZ,CBA,NAB, WBC), increase my holdings
in discretionary retailers, led by Wesfarmers
(Bunnings), JB Hi-Fi (JBH), Harvey Norman (HVN)
and even Scentre Group (SCG) as people will return
to shopping malls. 

The final sector I would increase my holdings in
would in those will exposure to would be those with
exposure to infrastructure construction. Those include
Seven Group Holdings (SVW) (which
owns Caterpillar, Coates Hire and 10% stake in
Boral), Boral (BLD) itself before it exits its trouble
North American business and becomes a pure play
Australian exposure and Lend Lease (LLC). 

Perhaps it’s time to sell the defensive infrastructure
play Transurban (TCL) to fund rotation to cyclical
infrastructure construction plays. It’s worth noting
TCL weren’t part of “Team Australia” in any way I
could see, still charging tolls on all roads even to
essential workers. I don’t think that was great
corporate citizenship, but so be it. I see greater
upside in infrastructure construction stocks than TCL
form this point. 

After the gloom comes the boom. I believe the fiscal
and monetary policy settings are in place for Australia
to experience and economic boom that sees that
GDP ground lost in COVID-19 rapidly recovered. 

Team Australian is worth backing. We beat the virus,
now we reap the rewards. I encourage you to
consider some more domestic cyclical exposure in
your portfolios. 

I haven’t written this in many years…Go Australia! 

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 stocks to buy on any market dips
by Tony Featherstone

 
Global share markets fell heavily last week after US
Federal Reserve comments. The bears argued it was
start of a correction that would see the market retest
its March 23 low. 

As fear grew, the market rallied this week after the
US Fed said it would buy a basket of corporate bonds
and on news of a proposed trillion-dollar infrastructure
plan in the US. 

Yesterday, there was talk of a potential second wave
of COVID-19 in the US and China – the market’s
worst fear. A spike in Victorian COVID-19 cases was
another emerging concern. 

This wild seesawing between the bulls and bears is
no surprise. Investors are flying blind given the cloudy
outlook for corporate earnings. Central banks have
become more important for sharemarkets than
company fundamentals, at least for now, because
they are propping up asset prices through ultra-low
interest rates and bond-buying programs. 

This tussle between bulls and bears makes
fascinating viewing, but the main game for investors
is having a strategy to capitalise on the volatility. Mine
is to ‘buy the dips’ rather than rush for
exits every time the market is spooked – and have a
clear strategy on what to buy. 

Make no mistake, there are many risks. The biggest
is what happens after September when
the JobKeeper program ends and
additional JobSeeker payments are wound back. Or
when billions of dollars of deferred business and
mortgage loan repayments need to be paid. 

The market must believe the Australian economy will
recover enough by then to offset the end of
government wage subsidies. Or that the Federal

government, despite its rhetoric, will be forced to
extend JobKeeper or a variation of it, to avoid a
catastrophic “economic cliff”. 

Who knows what will happen? What is clear is the
amount of buying support each time
the share market falls and signs the economy should
slowly start to recover. 

For all the gloom, health data on COVID-19 remains
encouraging. Restrictions are being relaxed faster
than expected. Business and consumer
sentiment are improving. 

As written previously, I believe the Australian
economy will be roaring back to life in the first half of
FY22. I do not expect house prices to crash or bad
debts to skyrocket. 

As such, I regard any sell-off as a buying opportunity.
That view could change depending on health and
economic data. But for now, the pessimists look too
pessimistic. And fighting the Fed – avoiding risk
assets when monetary policy is
incredibly accommodative – rarely works. 

My preference is to buy back into companies featured
in this column since March, as part of a ‘buy the dip’
strategy.

1. Tech

Technology was my favoured sector when the market
tanked in early March and remains a preferred buying
opportunity if a correction happens. Watch money
pour back into big tech names here and overseas
when the sell-off runs its course. 

Domestically, I favour Xero (XRO) because of its
defensive revenue profile (accounting software is
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such a “sticky product” because there are high
switching costs to change providers). 

I wrote favourably of Xero in this report at $74 on
March 4. It now trades at $88.45 and remains my
preferred domestic tech idea. 

Chart 1: Xero (XRO)

 

Source: ASX

2. Banks

After years of avoiding big-bank stocks, I made a call
in this report on April 28 to buy the banks and
explained that idea further in a subsequent podcast
on The Switzer Show. 

The banks were tanking at the time amid fears of
spiralling bad debts, shrinking net interest margins,
collapsing credit growth and ongoing regulatory
action. 

I argued that the sell-off was overdone, writing in late
April: “It is time to buy the banks. If you already own
them, add more if possible. If you do not, take
advantage of the best buying opportunity in banks in
a decade.” I would add more bank exposure during
any sell-off. 

Not for a minute do I discount threats facing our
banks. Interest rates near zero are a problem for
bank margins and bad-debt provisions will need to
rise if the “economic cliff” happens and Australia
plunges into deeper recession when wage subsidies
end. 

But I do not see that happening. If you wait for
evidence on the economy after September, it will be
too late to buy. There is enough margin of safety at
current valuations to buy the banks now. 

Again, I suggest gaining diversified exposure to the
Australian banking sector through
the VanEck Vectors Australian Banks ETF (MVB). It
is up 22% since I suggested it in late April. 

Chart 2: VanEck Australian Banks ETF (MVB)

 

Source: ASX

3. Tollroad operators

I outlined a bullish view on Transurban
Group (TCL) and Atlas Arteria (ALX) in this report on
April 15. Google and Apple data showed an emerging
recovery in traffic activity and road-direction queries. 

Both stocks, up just over 20% since that report, are
worthy buy candidates during any market sell-off.
Their monopoly assets and defensive earnings profile
appeal. 

Longer term, there is growing evidence that more
people will avoid public transport and commute by car
after COVID-19. That has been the overseas
experience and an Australian Bureau of Statistics
survey this week reinforced consumer concerns
about public transport. 

I know many parents who are driving their kids to
school rather than letting them use public transport. 
Office workers returning to the CBD in coming
months will further boost traffic. 
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Years of record-low rates (important for
interest-rate-sensitive infrastructure companies) and
governments eager to bring forward transport projects
are other sector tailwinds. 

Chart 3: Transurban Group (TCL)

 

Source: ASX

4. Diversified miners

Fortescue Metals Group (FMG), BHP Group and Rio
Tinto (notwithstanding controversy over its explosion
of Indigenous caves) have stood out during the
recovery. 

The iron-ore price rallied in May, despite uncertainty
over China’s economic recovery and the prospect of
global recession. Iron-ore supply constraints in Brazil,
a key producer at the epicentre of the COVID-19
crisis, supported a higher iron-ore price. 

I nominated Fortescue and BHP in this report on April
1. They are up 45% and 20% respectively since
then. 

Of the two, I favour BHP on valuation grounds and
because of its asset diversification. At $36.02, BHP
will yield an estimated 7.5% in FY21 after franking
credits, on Morningstar numbers. 

I am not one to buy mining stocks for yield, given

commodity-price volatility. But the quality of BHP’s
assets and likelihood of dividend maintenance appeal
in this market. 

Chart 4: BHP (BHP)

 

Source: ASX

5. Fast-food operators

The more I read about COVID-19’s effects on food
consumption, and talk to restaurant owners, the more
bullish I am on fast-food stocks. 

I wrote favourably about Collins Food (CKF) and
Domino’s Pizza Enterprises (DMP) for this report on
April 8 and maintain that view. The stocks are up 42%
and 31% respectively since that report and are worthy
buy candidates during any market sell-off. 

Collins, operator of KFC stores, and Domino’s
appeal on several fronts. First, a local recession will
reduce demand for higher-end restaurants and
gourmet casual-dining chains and increase demand
for pizza, fried chicken, fish and chips and other
cheap fast food. 

Second, greater use of cars by commuters is good for
fast-food outlets with drive-throughs, notably KFC
stores that favour this model. 

Third, both chains have potential to increase their
share of the home-delivery market, and to capitalise
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on the potential exit of some smaller competitors after
COVID-19. It is likely that both brands picked up a
larger number of new customers during the
pandemic, some of whom will be converted to
permanent customers thanks to popular KFC and
Domino’s food apps. 

Yes, there are many challenges for Collins, Domino’s
and other food chains when the wages subsidies end
in September and unemployment benefits are
reduced. But their lower-cost food, value proposition
and greater pricing power are plus factors in this
economy.   

Of the two stocks, I slightly favour Domino’s, given
its scale and global operations. 

Chart 5: Domino’s Pizza Enterprises (DMP)

 

Source: ASX

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 17, 2020. 
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Buy, Hold, Sell – What the Brokers Say
by Rudi Filapek-Vandyck

 
In the good books 

COSTA GROUP (CGC) was upgraded to Neutral
from Underperform by Macquarie 

Pandemic-related restrictions are being eased in
Australia with sequential improvement in the food
service sector. Meanwhile, Macquarie notes produce
pricing remains solid and seasonal conditions robust.
Rating is upgraded to Neutral from Underperform.
While Costa Group is at the higher end of the
investment risk spectrum, Macquarie believes the bar
is now set lower after a recent decline in the share
price. Target is $2.87. 

CROWN RESORTS (CWN) was upgraded to
Overweight from Equal-weight by Morgan
Stanley 

Morgan Stanley switches its preference to Crown
Resorts and upgrades to Overweight
from Equal-weight. Target is raised to $12.00 from
$6.60. The broker believes there is now more reliance
on the domestic market, given travel restrictions. This
will become a fight for market share and Crown
Sydney, which opens in December, is expected to be
the winner. With capacity restrictions, Morgan Stanley
does not forecast a recovery until FY22. Industry
view: Cautious. 

FISHER & PAYKEL HEALTHCARE
CORPORATION (FPH) was upgraded to
Outperform from Neutral by Macquarie 

In the US, Macquarie has research that indicates
hospitalisation rates for the pandemic imply a high
severity flu season. For the company, hospitalisation
rates are a key driver of demand for consumables.
The broker assesses earnings momentum, combined
with upside risk presented by second coronavirus

wave, is compelling. Rating is upgraded to
Outperform from Neutral. Target is raised to
NZ$30.97 from NZ$25.02. 

HEALIUS (HLS) was upgraded to Outperform from
Neutral by Credit Suisse 

Healius will sell its 69 medical centres, 13 Health &
Co practices and 62 dental clinics for $500m.
Proceeds of $470m are expected on completion. The
sale to BGH Capital requires approval from the
Foreign Investment Review Board and should be
completed this year. Meanwhile, trading conditions
have improved in recent weeks with pathology
revenue close to prior year levels and radiology
revenue down in just single digits. Credit Suisse
raises FY20 earnings estimates by 20% and FY21 by
14%, expecting a stronger recovery from the
pandemic. Rating is upgraded to Outperform from
Neutral, as the broker assesses the stock is trading in
line with the multiple paid for medical centres, which
is the least attractive and lowest-return business unit.
Target is raised to $3.25 from $2.47. 

See downgrade below. 

METCASH (MTS) was upgraded to Overweight
from Equal-weight by Morgan Stanley 

Morgan Stanley anticipates a strong update for April
and May. The broker believes Metcash merits a
higher multiple, given its earnings diversification and
balance sheet strength. Industry feedback suggests
the company’s food business has taken share over
the period of the lockdowns. Morgan Stanley remains
positive on the supermarket segment because of
easing food deflation and discounters being less of a
headwind. Rating is upgraded to Overweight from
Equal-weight and the target raised to $3.30 from
$2.90. Cautious industry view. 
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RELIANCE WORLDWIDE CORPORATION (RWC)
was upgraded to Outperform from Neutral by
Credit Suisse 

Credit Suisse increases estimates for net profit by
53% in FY20 and 22% in FY21. The contractor
outlook in the US has improved materially. Reports
are more mixed in the UK and sales are expected to
be down -20-30% amid weakness in the renovation
segment. The broker is more confident Reliance
Worldwide can outperform peers and upgrades to
Outperform from Neutral. Target is raised to $3.25
from $2.70. 

SUPER RETAIL (SUL) was upgraded to Add from
Hold by Morgans 

A sharp fall in Super Retail’s sales in April was offset
by an equivalent rebound in May, to a net -1.7% loss
over the two months, Clearly the company has come
out of the lockdowns relatively unscathed, Morgans
notes, and it would have performed better but for
more stringent restrictions in NZ. Success represents
a balance of a big increase in online sales and a
reduction in costs per unit. Super Retail now wants to
beef up its digital offering after paying down debt
hence a $203m capital raising. While the raising is
-6% dilutive to FY21 earnings, Morgans believes the
resilience the business has shown over the period
deserves a higher market rating. Target rises to $9.25
from $7.84. Upgrade to Add from Hold. 

VIVA ENERGY GROUP (VEA) was upgraded to
Accumulate from Hold by Ord Minnett 

The first half update was ahead of
Ord Minnett’s forecasts. Costs and capital
expenditure have been managed better than the
broker expected. The announcement of the Geelong
energy hub provides an option but the broker has
become more positive on the stock because of retail
fuel margins, cost management and capital
management. Rating is upgraded to Accumulate from
Hold. Target is raised to $2.00 from $1.40. 

WAGNERS HOLDING (WGN) was upgraded to
Add from Hold by Morgans 

Australia’s weak economic outlook will likely weigh
on construction activity over the next 6-12 months,

Morgans suggests, but government infrastructure
spending will play an important role in the recovery.
Wagner’s has contracts in place and a pipeline of
tenders as of its first half result which should see the
company well-positioned. Leverage will peak as
earnings trough in FY20, but Morgans believes the
balance sheet can be managed and a debt facility
extended, ahead of an earnings recovery in FY21. On
share price weakness, the broker upgrades to Add
from Hold. Target unchanged at $1.20. 

In the not-so-good books 

ASX (ASX) was downgraded to Lighten from Hold
by Ord Minnett 

Ord Minnett notes listing volumes and equity value
traded are at high levels, although they have
likely peaked and futures volumes may be under
pressure. The broker also expects capitalised costs
will continue rising because of the delay in CHESS
replacement. Based on valuation, Ord Minnett
considers ASX less attractive than other stocks under
coverage and downgrades to Lighten from Hold.
Target is reduced to $78 from $81. 

HEALIUS (HLS) was downgraded to Hold from
Add by Morgans 

Healius has divested its medical centres business to
BGH Capital for $500m with the transaction to be
completed by end of 2020. Morgans considers the
transaction reasonably priced that will
strengthen Healius’s balance sheet and simplify
operations across the main divisions. The company,
as per a trading update, is seeing a recovery across
its entire business. The broker cautions the transition
to a specialist diagnostic and day hospital operator is
far from complete and highlights risks around GP
referrals, optimisation of cost base and growth to
drive market share gains. The broker downgrades to
Hold from Add on account of the divesture with target
price reduced to $2.96 from $3.04. 

See upgrade above. 

ILUKA RESOURCES (ILU) was downgraded to
Hold from Accumulate by Ord Minnett 

As there has been no update since the company
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withdrew guidance and reduced zircon production
settings, Ord Minnett assesses there is plenty of risk
around the outlook. The main catalyst is a
confirmation of the structure and timing of the spin-off
of the royalty for the Mining Area C. The broker also
awaits further detail on the project pipeline to assess
how this will benefit from the higher prices that are
anticipated. While remaining positive on the stock for
the medium to longer term, Ord Minnett downgrades
to Hold from Accumulate. Target is $8.90. 

INVOCARE (IVC) was downgraded to
Underperform from Outperform by Macquarie 

Macquarie’s analysis suggests the company
continues to lose market share. Earnings risk is
skewed to the downside. FY20 has been affected by
lower case averages because of funeral restrictions.
There is also likely to be lower influenza-related
deaths this winter because of physical distancing.
Rating is downgraded to Underperform from
Outperform and the target is lowered to $10.20 from
$12.80. 

MEGAPORT (MP1) was downgraded to Neutral
from Buy by UBS 

UBS continues to like the business strategy but finds
it hard to ignore the recent performance of the share
price, which is up 13% since February and has
outperformed the ASX small ordinaries by 29%. The
broker assesses there is upside in leveraging the
platform to distribute complementary services but,
without a business case, this is not factored in. The
short-term opportunity is reflected in the share price
and UBS downgrades to Neutral from Buy. Target is
raised to $14.05 from $11.90. 

NOVONIX (NVX) was downgraded to Hold from
Add by Morgans 

Novonix has raised $5.7m from institutions and will
add another $52-57m from the St Baker Energy
Innovation Fund and other existing shareholders,
Morgans reports. The funds will be used to repay
debt and expand synthetic graphite production
capacity. The company’s first graphite customer,
Samsung SDI, has shown impressive sales
growth. Novonix has also filed another patent related
to its Dry Particle Microgranulation technique which

targets cathode production. All of which has led to a
share price rally. While the broker sees much
potential, it’s still early in the game and risks remain.
Hence a pullback to Hold from Speculative Buy and a
target cut to $1.09 from $1.39 on dilution. 

OPTICOMM (OPC) was downgraded to Hold from
Buy by Ord Minnett 

Uniti Group (UWL), an emerging telecommunications
company, is set to acquire fibre network
operator OptiComm. The group has proposed a
5-option scheme of arrangement transaction
to OptiComm shareholders involving scrip, cash and
a combination of both. The board of OptiComm will
vote their combined circa 32% of shares in favour of
the scheme and has recommended the shareholders
do the same. The broker sees the chances of a
third-party counter bid slim at this stage. Ord Minnett
reduces its rating to Hold from Buy with a target price
of $5.42. 

STAR ENTERTAINMENT GROUP (SGR) was
downgraded to Underweight from Overweight by
Morgan Stanley 

Morgan Stanley believes Crown Sydney (CWN),
which opens in December 2020, will be a winner in
terms of the reliance on the domestic market and the
ensuing fight for market share. The broker does not
believe this outlook and emphasis on domestic, has
been factored into the share price for The Star. The
broker downgrades to Underweight from Overweight
and acknowledges it is the sole underweight broker
on the stock. With capacity restrictions, a weaker
domestic consumer and restrictions on international
travel, the broker does not forecast a recovery in
gambling stocks until FY22. Target is raised to $3.30
from $2.50. Industry view: Cautious. 

STOCKLAND (SGP) was downgraded to Hold
from Accumulate by Ord Minnett 

Stockland has provided a positive update and Ord
Minnett increases earnings estimates by 4% based
on residential demand that is better than previously
expected. The stock sold off aggressively in February
and March as the market priced in the potential
impact of the pandemic but has since been the best
performer among A-REITs. As the stock is now
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trading broadly in line with the broker’s target, the
rating is downgraded to Hold from Accumulate.
Target is raised to $3.50 from $3.10. 

WEST AFRICAN RESOURCES (WAF) was
downgraded to Neutral from Outperform by
Macquarie 

Macquarie upgrades processing assumptions for
Sanbrado as the performance to date has been
strong. The broker now assumes throughput of
3.2mtpa from mid 2022 to mid 2021 and then
reducing to nameplate capacity by mid 2022. Rating
is downgraded to Neutral from Outperform, given
recent share price strength. Target is $0.90. 

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. I have done my research and feel comfortable
investing in bank hybrids through my SMSF. They
are still paying a fully-franked dividend with
varying terms and margins of up to 5.2 % paid
every three months. A lot of commentators say
they are only for sophisticated investors. What
am I missing here? 

If you have done your research and understand the
risks, great…go for it. They are complex but that
doesn’t mean that you need to be a ‘sophisticated
investor’. 

I note your comment about “up to 5.2% pa, fully
franked”. Of course, you only get 70% of this amount
in cash, and if you pay $103 for an asset that will be
redeemed for only $100, the effective yield is
considerably lower. The current trading margin is
around 3.9% pa. 

2. I am along-suffering Telstra (TLS) share holder.
The shares crashed under the Labor government
and the GFC, then they then climbed back into the
$5.50 range and as the NBN has come online, the
shares have sunk back to the $3 to $4 range with
a corresponding drop in the dividend. Should I
take my $15,000 loss and move on, or hang on? 

I would probably hang on to Telstra. I think it is
relatively defensive, and around $3, reasonable
value. It is probably not going to be a performer, so if
you need the money or are looking for
outperformance, you may want to rethink. 

In the short term, Telstra is wearing a little bit of pain
as it provides rebates/fee relief to customers
impacted by Covid-19. In the medium term, it has
probably cemented its position as the leading Telco. 

Overall, the brokers are positive, with a consensus

target price of $3.81 (5 buys and 1 sell
recommendation). Range is a low of $3.30 from
Morgan Stanley to a high of $4.10 from Credit Suisse.
The dividend of 16 cents per share is reasonably
secure, although Macquarie forecasts a cut to 14
cents. 

3. Is there a ‘rule of thumb’ as to how much (%)
of your portfolio you should have in any one
stock?

There is no hard and fast rule. Statistically, you start
to get reasonable diversification benefits when you
hold around 8 stocks, and after about 30 stocks, the
benefit of adding an additional stock is extremely low.
So, portfolios around 20 to 25 stocks are quite
typical. 

For a major “ASX top 10” company, I would say no
more than 10% in the stock. For the next 90
companies, no more than 5%. Outside the top 100,
no more than 3%. 

4. For someone in a segregated SMSF with both a
pension account and an accumulation account, is
it better to do a pension re-set every 30 June (old
pension ceased and new pension started) to
transfer contributions into the new pension
account, or to just pay a lump sum out of the
accumulation account to clear the SGC
contributions every 12 months?

Answer (by Graeme Colley, Executive Manager
Technical & SMSF, Super Concepts): It depends
on what you are trying to do. Assuming you have no
limits on drawing amounts out of the fund as lump
sums, here are some ideas: 

If you wish to withdraw the
minimum account-based pension from the
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fund but need more to live on during the year,
then you could draw the amount over the
minimum pension from your accumulation
account as a lump sum. 
If you wish to keep as much as possible
in superannuation then you would ensure that
all you draw from the fund is what you need to
live on.  This could be paid from the pension
account and possibly the accumulation
account as appropriate. 
If you wish to ensure the best tax position,
you would maximise the amount in the
pension, subject to your Transfer Balance
Cap.  At the end of each financial year you
would commute the pension and add the
contributions to commence a new pension.  If
there was a charge by the fund administrator
to commute the pension and restart another,
you would need to take into account the cost
before adding amounts to commence the new
pension. 

Would you like your share 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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