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10 reasons why I’m worried about the market 

In my article today I take you through the 10 reasons why I’m worried about the stock market and my
strategy playing the market. I’m not saying that we’re in for another lockdown but some strange
things are happening out there.

And then Paul Rickard looks at 25 stocks that could win or lose if a second-wave of the virus occurs
and results in lockdowns in Australia or the USA, the latter being particularly important to the direction
of our stockmarket..

    Sincerely,

 
  Peter Switzer
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10 reasons why I’m worried about the stock
market and how I’m playing it
by Peter Switzer

 
This isn’t my usual MO but I’ve always promised
myself I’d be absolutely honest in my assessments
of what I think is going on and how it might affect the
investments of my subscribers, readers, listeners and
viewers.

You know I talked about a bounce once the
COVID-19 numbers headed in the right direction. We
got that but now this rebound will be tested.

I can see why a more-trader-inclined stock player
could sell everything right here and just wait to see if
the negative factors set to smack the stock market
will be measured or get out of hand.

That said, I did like the way the US market sold off by
only 730 points (or 2.84%) on Friday as COVID-19
infections started to mount in the US. But this could
be the calm before a storm.

If you’re nervous, what you have to work out is
whether this will be the second leg down that a lot of
fund managers have been expecting.

Let me list the reasons why you might be suspicious
of stocks right now:

1. The US reported 45,000 cases of the
Coronavirus on Friday taking the national total
to 2.46 million cases and “…as of Friday, the
U.S.? seven-day average of new cases
increased more than 41% compared with a
week ago.” This trend could easily spook Wall
Street because as infections rise, the threat of
a slower economy reopening becomes very
real. This affects company sales, profits and
share prices.

2. The chart below is a sensible reason to be
concerned that the US stock market rebound,
as measured by the S&P 500 Index, is way

ahead of itself.

3.  

Before the Coronavirus crash, the Index was at
3386.15 and is now at 3009. So that’s 337 points (or
12%) off its old high. And given what’s expected to
happen to the US economy, does that make sense?
Not really. So that’s why I talked about a sell off on
last Monday’s Switzer TV Investing show. Our
market is still 21% off our pre-crash high of 7162, so
we shouldn’t dive as hard as the US. But if Wall
Street puts on one of its hissy-fits (that’s driven
computers, ETFs, AI and all the modern stuff that has
increased market volatility over the past decade),
then we could fall more than we should.

“Fatigue was to be expected after the best 11-week
sprint in market history, a gain of 44% in the S&P 500
from March 23 through June 8,” observed CNBC’s
Mike Santoli. And he’s absolutely spot on. A sell off
is way overdue.

3. The big tech-growth stocks (i.e. the FAANG
group) must be due for a pullback, thought
they have shocked us for years.

4. May to October is historically the slower half
for US stocks, so this big May-June period
could easily give way to stocks wariness and
a correction, which means at least a 10% drop
for key market indexes.

5. The median S&P 500 stocks trade on a
forward P/E of 20 times, which is historically
high but history has never had interest rates
or the cost of capital for big business so low.
That’s part of the reason why stocks have

02Monday 29 June 2020



done so well, despite the economic fears
linked to that damn virus.

6. Warren Buffett hasn’t been a buyer, which
has some inexperienced commentators
saying that the Oracle of Omaha is “washed
up” or is a “has been” but I can’t get out of
my head something he said years ago: “A pin
lies in wait for every bubble.”

7. Locked up Coronavirus novice traders,
especially in the US, could panic if the market
sells off. This could exaggerate any stock
dumping, which would be the reverse of what
I think has happened with the rally Stateside.

8. Even before the virus data worsened, the
charts were telling us that the market was set
to move sideways to downward. See the chart
of the S&P/ASX 200 below that shows how
there has been a rally leg up, followed by a
sideways period before another leg up. Two
weeks ago the view was that if the
improvement in virus data and the reopening
of economies continued in the right direction,
we could expect another leg up. But that was
then, this is now!

Source: Fairmont Equities

9. Fund managers in the US are wary. From a
Citi survey, the respected bank’s equity
strategist Tobias Levkovich reported:

They maintained cash levels twice the
long-term average, which says they’re
nervous.
Most think 2021 corporate-profit forecasts are
too high.
Only a third think the S&P will be back to
early-June levels above 3200 by year end.
When asked whether a 20% market drop or
20% rally was more likely, 70% of managers

chose a 20% decline! (CNBC)

10. Given the nine points made above, how likely
is it that profit-takers will just say: “Let’s just
sell and if I’m wrong, I can get back in after a
5% rise but if I’m right, I could avoid a
10-20% loss or maybe more?”

I don’t think a huge sell off is likely but it could
happen if the second-wave of infections goes crazy. If
it did, I’d be a buyer of the stocks that surged after
the last stock dumping and now, like I did then, I’d be
expecting to make money in a year or even two,
because I’m a long-term investor, who buys good
quality companies when short-term traders get scared
and panic sell.

That has been the story I’ve sold to you for years
and I’m not changing it now.

P.S. And then there’s the Trump US election ahead
that could also unsettle stock markets but I’ll keep
the above list at ten.

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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25 stocks to consider or avoid if there’s a
second wave
by Paul Rickard

 
With cases of Covid-19 on the rise in some states in
the USA, and the development of hotspots in
Australia, fears about a second wave of infections
have been heightened. Virologists and other medical
experts have always warned to expect a second
wave or even a third wave, so for many investors, this
should not come as too much of a surprise.

However, given that the stock market has recovered
so quickly, the question remains as to whether it has
really factored in the possibility of a second wave.
After hitting a low of 4546 on March 23, the S&P/ASX
200 rose a massive 35.2% to peak at 6148 on June
10. In the USA, the bounce has been even bigger,
particularly with the tech heavy NASDAQ index.

So, if there is a second wave, how do you position to
invest?

Before we get to that, we should ask “a second wave
– where?”, because if it is just a second wave in
Europe and not in the USA, I don’t think it will have a
material impact on the Aussie market. The USA is the
key, as is any local outbreak that results in lockdowns
like we saw in March and early April.

The starting point is to consider what happened
during the first wave for clues as to the market’s
likely behaviour. I don’t expect a carbon copy, but I
do think some of the actions will be the same.

Key takes from the first wave

The table below shows a selection of leading stocks
(arranged by sector) and their price on February 20,
March 23 and June 10. The S&P/ASX 200 peaked on
February 20 at 7163, fell 36.5% to hit a pandemic low
of 4546 on March 23, and then rose to peak again on
10 June. For each stock, the table shows the
percentage drop from February 20 to March 23, and

the percentage increase from March 23 to June 10.

Selected stocks during pandemic – peak to low
and back to peak

Importantly, the stocks did not in every case peak on
February 20 or hit a bottom on March 23, but it was
pretty close. The percentages have also been
adjusted for dividends declared over this period.

These are some key takes:

No surprise that the stocks most directly
affected by the lock-down and facing an
immediate (and indeterminate) drop in
revenue performed worst. This includes the
travel companies such as Flight Centre and
Qantas. What has been somewhat surprising
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is that their bounce back (in percentage
terms) has been almost as strong – although
if you drop by 75%, the rise has to be 400% to
get back to square;
The best companies (that is, companies that
everyone recognizes as a “company to hold
for the next decade” due to consistent growth,
market dominance or balance sheet) held up
best. This includes names such as CSL, Xero
and even Commonwealth Bank – the latter
only falling 38% whereas its three major
competitors suffered falls between 45% and
49%;
Consumer staples such as Woolworths and
Coles fared well on the way down as sales
surged, but got left behind as the market
recovered and buyers looked for “alpha”
elsewhere, and remembered that the
supermarkets were incurring considerable
additional costs to generate those sales;
In a panic, everything can go to mustard and
this is probably the only way to explain the
short-term damage that was wreaked on
highflyers Afterpay and Zip Money. But they
absolutely roared back, delivering gains of
over 450%;
Property was one of the worst performing
sectors, with shopping centre property trusts
being hit harder than office building trusts.
Industrial property held up well;
Defensives such as Telstra, Medicare and
APA traded like defensives – not as much on
the way down, somewhat left behind on the
way up;
The resource companies (BHP, Rio) fared
better than might have otherwise been
expected due to a special factor relating to
competitor disruption. Oil stocks were hit with
the double whammy of the virus and a fallout
between Saudi Arabia and Russia over
supply.

What to expect in a second wave

During the first wave, Governments and Central
Banks threw so much support to cushion the
economic shock that the recovery in stock markets
was rapid. The “don’t fight the Fed” maxim sung
loudly. We had a ‘V’ shaped stock market recovery
and although the jury is still out, the idea of a ‘V’

shaped economic recovery hasn’t been dismissed.

If a second wave occurs, I think that Governments
and Central Banks will throw even more money to
limit the economic damage. This means two things.
Firstly, the market trough won’t be as deep as there
will be too much cash around looking for a home, and
secondly, the stock market recovery won’t be as
strong as their actions will confirm that the economic
recovery will be more ‘W’ or ‘U’ shaped. The
outlook for many companies will be problematic – and
there will be casualties.

So, how to play?

Firstly, stick to the strength. This will be the
opportunity to buy “the companies for the next
decade”, potentially CSL, Resmed, Xero, BHP and
Macquarie to name a few. Offshore, look at Amazon,
Microsoft and Apple.

On the tech side, the market will have noted that
these stocks recovered fastest during the first wave.
Although the Afterpay’s and Zip Money’s of the
world are over-valued, they are also beneficiaries of a
tailwind as purchasing behaviour changes and at the
right price, the market will line up to buy.

Woolworths and Coles will again do well and because
the idea of a ‘V’ shaped economic recovery has
been dismissed, may actually enjoy more support as
defensive stocks become fashionable.

The banks will go down hard with the market. They
will be good value in the long term below book value
(which is around $17.00 for the ANZ, NAB and
Westpac), but recovery in the short term may be tepid
as the economic toll mounts.

What not to buy? I think travel companies that
depend on overseas travel could really struggle as
international borders remain closed for longer, so I
won’t be buying Flight Centre or Webjet. Also, if
lockdowns develop, the “work from home”
momentum could seriously pose a threat to the
demand for office space, leading to substantial
write-downs for some of the office REITs. Retailers
who have strong online channels should be ok, but
“bricks and mortar” fashion retailers could be in for a
really hard time.
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The resource companies may be more challenged if a
second wave occurs, as declining economic activity
leads to a gloomier outlook for demand and
commodity prices.

Finally, if Australia avoids a second wave and
continues to outperform in relation to its handling of
the virus, the Aussie dollar will remain well bid. This
gives support to the notion of currency hedging
offshore positions, and could put a dampener on the
gains of our leading companies that earn most of their
revenue offshore, such as CSL, Amcor, Brambles
and James Hardie.

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 heavy weights of the Aussie listed coal sector
by James Dunn

 
Some people might not like hearing this, but coal is
not going away any time soon.

According to the BP Energy Report 2020, coal
consumption declined by 0.6% in 2019, and its share
of global energy consumption fell to its lowest level in
16 years, at 27%. Consumption has been hit by the
global economic downturn in the wake of the
COVID-19 pandemic, so the 2020 figure will end up
showing a bigger fall than last year. However, the
commodity is still responsible for 27% of global
energy consumption, second only to oil, and in terms
of electricity, coal is the largest single source of
generation, accounting for 36% of the world total.

Every day, we read that renewables, and less
carbon-intensive energy sources in general, will
replace this share. Maybe so, but at present,
renewables represent 10% of world electricity
generation.

More recently, global coal generating capacity grew
every year between 2000 and 2019, nearly doubling
from 1,066 gigawatts (GW) to 2,079 GW. Further,
about 500 GW of new coal capacity is either being
built or planned.

A Greenpeace study released earlier this month
showed that China alone added about 29.9 GW of
new coal power capacity last year, making a total of
about 1,040 GW, according to China Electricity
Council data. China had about 46 GW worth of new
plants under construction as of May, the study said.
Another 48 GW were under various stages of
development, Greenpeace estimated: it said that
China views coal as “an important source of cheap
power and mass employment.”

Not all of the new coal capacity being built or planned
around the world will go ahead – as debates rage

about acceptable levels of carbon-dioxide emissions,
and the perceived negatives of these in the
climate-change argument – but enough of it will to
keep coal as a major part of the world’s energy mix
for the foreseeable future.

In Australia, coal’s share of electricity generation is
still about 60%.

Then there is the issue of coking coal – also called
steelmaking coal, or metallurgical coal. It is used to
make steel, in blast-furnaces. Thermal coal
represents about 75% of the world’s coal use, with
the rest coking coal. At present, there is no substitute
for coking coal capable of being used in initial
steel-making at a large scale; although electric arc
furnaces, which produce steel from scrap metal, and
don’t need coking coal, represent about 30% of the
world’s steel production.

In both kinds of coal, Asia is driving the demand; in
the West, coal’s share of both markets, electricity
and steel, is declining.

Economically, coal could hardly be more important to
Australia. In 2018-19, we exported $44 billion worth of
coking coal and $26 billion worth of thermal,
compared to $10.3 billion worth of coal 25 years ago.
The country is the world’s largest exporter of
steelmaking coal, accounting for 53% of total exports,
and is the second-largest exporter of thermal coal
(behind Indonesia), with about 25% of total exports.

All of this should be straightforward for investors, but
sadly it is a politicised argument. The loud argument
runs that coal produces carbon-dioxide emissions
when used, these emissions cause climate change,
so coal has to go.

There is a counter-argument, which is not heard as
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loudly, but which nonetheless exists, and cannot be
wished away.

Asia (and other parts of the world) still have
“electricity poverty” – estimates of the extent of this
go as high as more than one billion people who do
not have any electricity at all, and another two billion
who have severely limited access to electricity. The
imperative to deliver electricity is what has driven –
and will continue to drive – countries such as China
and India to use coal for the vast bulk of their
electricity needs. Certainly, these countries are able
to show large percentage increases in their use of
renewable energy – off low bases – but coal is still
going to do the heavy lifting in terms of electricity for a
long while to come.

You will also read in many places that no banks will
touch the coal industry – and certainly, many banks
signal quite loudly that they will not. But others seem
always to fill the gaps. Earlier this month, for
example, Australian miner Yancoal successfully
refinanced an existing syndicated bank guarantee
facility, with a $975 million replacement bank
guarantee facility. In the March 2020 quarter, fellow
Australian coal producer Whitehaven completed
refinancing of its $1 billion senior bank debt facility
with a syndicate of Australian and international banks.

However, for a variety of reasons, mostly to do with
the economic impact of COVID-19 coal prices have
come down, and look likely to settle at lower levels,
going forward, than Australian producers would like to
see.

Some investors won’t want to touch coal – I get that.
Others might want to at least take a look at the coal
sector on the share market. Here are the four
heavyweights of the Australian listed coal sector.

1. Whitehaven Coal (WHC, $1.44)
Market capitalisation: $1.5 billion
Three-year total return: –10.8% a year
FY21 Forecast yield: 2.8%, 45% franked
(grossed-up, 3.3%)
Analysts’ consensus valuation: $2.50 (Thomson
Reuters), $2.507 (FN Arena)

Whitehaven Coal produces premium-quality coal,
both thermal and coking, from mines in New South

Wales, and exports to customers in Japan, Taiwan,
India, Korea, China, Chile, Malaysia, Vietnam,
Noumea and Indonesia. The company has had a
tough year, downgrading its coal production and
sales targets in December after disruption from
drought, bushfires and staffing problems, and then
being hit by the COVID-19 impact and weaker
demand, which caused another sales target
downgrade in April.

The company has also had to delay a final investment
decision on the $700 million new Vickery project near
Gunnedah in New South Wales, which was expected
to be made in 2020. Whitehaven also hopes to build a
new coking coal mine in Queensland at Winchester
South, but an investment decision on that project was
not expected in 2020. The company has also been
considering an expansion of the Narrabri mine.

Whitehaven already has approval to mine up to 4.5
million tonnes of coal each year at Vickery, and the
current approval process seeks to increase that to 10
million tonnes per year. If given the green light by
regulators, Whitehaven envisages a mine that runs
for 25 years producing an average of about 7.2
million tonnes per year. The mine will produce
premium coal, both semi-soft coking coal and
high-energy thermal coal.

Whitehaven has the flexibility to move between
markets: when steelmaking coal prices are high
enough, Whitehaven can sell its thermal coal as
semi-soft coking coal by washing it. Whitehaven
typically needs semi-soft prices to be $US10 per
tonne higher than thermal coal prices to justify doing
this.

WHC has been hit by lower coal prices, and it looks
as though it will sell up to 19% less coal in 2020 than
last year, which would make it the company’s
weakest year of coal sales since 2015.

WHC has been hammered over the past two years –
with its price falling by 75%. This brings about
another negative, in that the stock was removed from
S&P/ASX 100 Index, effective last week. But
Whitehaven looks to be pretty good value at current
levels, with a dividend stream that is a bonus in terms
of total-return prospects . One thing that is a touch
alarming about the stock is the highly divergent views
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of brokers: Credit Suisse is the outlier on the positive
side, with a price target of $3.10 – but the
underbidder is Macquarie, at $1.60. There are more
brokers inclined in the Credit Suisse direction,
however.

2. New Hope Corporation (NHC, $1.367)
Market capitalisation: $1.1 billion
Three-year total return: 3.8% a year
FY21 Forecast yield: 5.4%, fully franked
(grossed-up, 7.7%)
Analysts’ consensus valuation: $1.70 (Thomson
Reuters), $1.55 (FN Arena)

New Hope Corporation produces thermal coal for
domestic and export customers, from its 80%-owned
Bengalla mine in New South Wales – the company’s
biggest producer – and its New Acland and
Jeeproobilly mines in Queensland. New Hope’s main
export markets are Japan, China, Taiwan, Korea,
Indonesia, Vietnam and Chile.

New Hope is waiting for approval to expand the New
Acland mine to Stage 3 Project, and is also planning
a move into coking coal through reactivating the
Burton project in Queensland.

The company produced 10.9 million tonnes of
saleable coal in 2019, up 21% on 2018, and followed
this up with a 33% lift in production in the January
2020 half-year (NHC uses a financial year ending in
July), to 6.2 million tonnes. But the effect of lower
coal prices was shown by a 42% fall in half-year net
profit, to just under $70 million.

Then came the COVID-19 impact, which has bitten
hard. In the April quarter report, saleable coal
production slipped by 22% on the year, to 2.3 million
tonnes, while coal sales fell by 8.5%, to 2.8 million
tonnes. New Hope said that while thermal coal prices
had been quite resilient up until the end of March, as
a result of reduced electricity demand across most
global markets, thermal coal demand and price had
declined sharply since the beginning of April 2020.
NHC conceded that this sudden reduction in price
combined with the reduced coal production from its
Queensland coal operations will harm its financial
performance in the second half of the financial year.

But late last month, New Hope told the market that

demand in Vietnam and Taiwan was strong, with
Korea “firm” and China “recovering quickly” – and
that it was “being flexible” to respond to these
dynamic thermal coal markets. On an outlook beyond
the next 12 months, New Hope said it was
well-positioned to meet the growing energy demands
of its Asian customers.

Brokers are not as positive on NHC as they are on
Whitehaven – taking the three most recent (May)
target price changes, the consensus is looking for
$1.47. Where NHC is superior is on its forecast fully
franked dividend yield, but the price-recovery
situation looks better for WHC.

3. Coronado Global Resources (CRN, 98 cents)
Market capitalisation: $944 million
Three-year total return: n/a
FY20 (December) forecast yield: no dividend
expected
Analysts’ consensus valuation: $2.18 (Thomson
Reuters), $2.03 (FN Arena)

US-Australian mining firm Coronado mainly produces
coking coal, from three mines in the US and the
Curragh mine in Queensland, which also produces
thermal coal that it sells to the Stanwell Power
Station. In April, Coronado withdrew its 2020
production guidance and idled its US operations –
however, most of these came back online earlier this
month. The closure will now see production for this
year come down from the previously expected range
of 19.7 million tonnes–20.2 million tonnes to a new
range of 16.5 million tonnes–17 million tonnes – but
the company says sales volumes should be higher
than production, as it uses stockpiles to meet
customer demand.

One of its US mines, however, Greenbrier, will remain
closed for at least the rest of 2020, and as a result
CRN will book an impairment of about US$60
million–US$70 million on Greenbrier in the first-half
result.

Brokers now expect CRN to turn in a shocking 2020
(calendar-year) result, with FN Arena’s collation of
analysts’ estimates projecting a 98% fall in earnings.
But conversely, analysts feel that the company is
well-positioned for when prices recover, at least on
the coking coal side – which is the main driver of
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CRN’s valuation – and that the heavy price discount
(the stock has more than halved in 2020) positions it
as an outstanding buy, with the prospect of a quick
return to dividends in 2021 adding to the appeal.

4. Yancoal Australia (YAL, $2.03)
Market capitalisation: $2.7 billion
Three-year total return: –26% a year
FY21 forecast yield: n/a
Analysts’ consensus valuation: n/a

Yancoal, which operates five coal mines and
manages five others across New South Wales,
Queensland and Western Australia, is having the
same problems as its peers: in the March quarter, it
says coal production (82% of it thermal coal) was
down 8% on the year, and its average realised price
was down 18%. While Yancoal says the supply and
demand dynamics in both thermal and metallurgical
coal prices, as well as exchange rates, are almost
impossible to predict at the moment, its move during
the March quarter to lift its stake in the Moolarben
Joint Venture from 85% to 95% will enable it to boost
its guidance for 2020 (calendar-year) coal production
from 36 million tonnes to about 38 million tonnes.

Yancoal also reiterates the point that Australia is
expected to retain a market share of about 26% of the
growing world seaborne thermal coal requirement,
and to play a critical role as a primary source of
premium grade coals. With its portfolio of mines, it
says that, to counter the anticipated short-term
volatility in thermal coal prices, it continues to
“optimise the product quality and volume” that it
places into the market.

Yancoal is not covered by any of the major brokers,
which makes assessment difficult, but investors will
note that it has been a belter of a dividend payer: for
2019, it paid 31.56 Australian cents, unfranked, at a
payout ratio of 50% of net profit. The company is a
low-cost producer – in 2020 its operating cost was
A$61 a tonne – but it is not going to earn enough to
pay that level of dividend in 2020. But Yancoal has a
strong balance sheet – it entered 2020 with cash and
cash equivalents of $962 million in total – and it’s
likely that there will be a dividend. Even if last year’s
dividend is cut by 50%, that would still place YAL on
an unfranked yield of 7.8%.

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

 
When it comes to stockbroking analysts updates on
individual ASX-listed stocks, the balance between
negative adjustments and positive amendments
remains skewed towards the positive, with exception
of investment recommendations.

Upgrades to valuations and price targets outweigh
the downgrades, and the same observation can be
made for changes to earnings forecasts, one month
out from the August reporting season.

But the local share market has experienced one hell
of a rally from its sell-down low in the third week of
March, and this is increasingly being reflected in more
rating downgrades than upgrades being issued.

For the week ending Friday, 26 June 2020, FNArena
registered nine upgrades in ratings against 15
downgrades.

Logistics services provider Qube Holdings stole the
limelight during the week, receiving no less than four
downgrades, of which only one moved to a Sell.

Freshly announced new customer Woolworths for the
company’s flagship development near the main
airport in Sydney is triggering higher capex spending
for the years ahead.

Only one upgrade didn’t lift to Buy, with Sigma
Healthcare the lonely stand-out amidst fresh Buy
ratings for salary packaging firms, miners, an oil
producer, and one bank.

The week’s overview of downgrades only contains
three new Sell ratings, with Sydney Airport and Altium
responsible for the additional two.

Scandal hit Freedom Foods and smaller mining
stocks feature prominently.

There are some genuine fireworks on display in the
table showing positive updates for earnings
estimates, led by Nufarm, Air New Zealand, Qantas,
and Wagners Holding Co.

The first nine of the week’s top are all enjoying
double digit percentage increases.

The opposing side of the week’s ledger has notable
decreases, but the numbers are significantly lower for
companies including Metcash, Whitehaven Coal,
Sydney Airport, and OceanaGold.

This week will see Fisher & Paykel Healthcare and
Collins Foods (tomorrow) report
out-of-regular-season financial results after which
analysts and investors will redirect their focus towards
the upcoming August reporting season.

In the good books

CORONADO GLOBAL RESOURCES (CRN) was
upgraded to Buy from Neutral by UBS B/H/S: 3/0/0

While lowering forecasts for coal in line with spot
prices, UBS notes prices are now well into the cost
curve and further downside is likely to be limited.
Chinese import restrictions are a headwind for
thermal coal, but India is emerging from lockdown
which should benefit coking coal demand. Coronado
Global is upgraded to Buy from Neutral given its
discount to valuation and because of its metallurgical
coal exposure. Target is reduced to $1.80 from $2.05.
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SANDFIRE RESOURCES NL (SFR) was upgraded
to Buy from Neutral by UBS B/H/S: 4/3/0

UBS upgrades to Buy from Neutral. Target is steady
at $6. The stock has fallen -20% in the year to date
because of weaker perceptions of global growth and
the impact of the copper price. UBS assesses the
copper price has started to improve and Sandfire
Resources is well-placed to benefit. The company
has also added growth projects in the US and Africa
that may address concerns about the short mine life
at DeGrussa.

WOODSIDE PETROLEUM LIMITED (WPL) was
upgraded to Buy from Hold by Ord Minnett B/H/S:
4/3/0

A significant recovery in Brent crude oil since the end
of April has made growth projects far more viable,
Ord Minnett notes. The broker now has greater
confidence in Woodside Petroleum’s balance sheet
and options to divest and/or acquire assets. Rating is
upgraded to Buy from Hold and the target lifted to
$26.50 from $25.50.

In the not-so-good books

FREEDOM FOODS GROUP LIMITED (FNP) was
downgraded to Neutral from Buy by Citi B/H/S:
1/2/0

A conference call has revealed to Citi that Freedom
Foods is in a complete mess, worse than feared. The
company needs to divest non-core assets, raise
equity, address board composition and governance,
and focus on earnings quality and cash conversion,
the broker suggests. Citi will wait for the findings of an
investigation before adjusting forecasts but has
applied a -40% risk discount to valuation and
downgraded to Neutral (High Risk) from Buy. Target
falls to $3.27 from $5.30.

 

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

Credit Suisse assesses the pandemic has clouded
the outlook for FlexiGroup. There are some
advantages for the company in that its customer base
is predominantly over 35 years in age and there is
high home ownership penetration. Still, the broker
does not believe it is ideal to be launching new
products and playing catch up in Buy Now Pay Later
in a time of economic disruption. Rating is
downgraded to Neutral from Outperform. Target is
reduced to $1.50 from $2.00.

OROCOBRE LIMITED (ORE) was downgraded to
Neutral from Outperform by Credit Suisse B/H/S:
2/4/1

Provisional June quarter sales indicate lithium
carbonate pricing has fallen to a record low of
US$4015/t. Volumes are also weak. Credit Suisse
notes the industry was already in difficulties prior to
the pandemic. This is now exacerbated by the
disruption to supply chain logistics and end-user
demand. Rating is downgraded to Neutral from
Outperform. Target is steady at $2.50.

QUBE HOLDINGS LIMITED (QUB) was
downgraded to Neutral from Buy by UBS B/H/S:
1/4/1

Woolworths (WOW) will take a lease across two sites
at Moorebank. Qube Holdings is expected to spend
between -$420-460m to fund the warehouse
infrastructure, receiving revenue of around $30m from
2025. UBS considers the transaction a positive
development in that the company has locked in a
major tenant with low counterparty risk. Rating is
reduced to Neutral from Buy as the stock is now
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trading in line with valuation. Target is raised to $2.80
from $2.70.

SONIC HEALTHCARE LIMITED (SHL) was
downgraded to Hold from Add by Morgans B/H/S:
3/3/1

Management has reinstated FY20 guidance,
expecting underlying operating earnings (EBITDA)
growth to be flat. Testing volumes in most of the
company’s divisions have returned to pre-pandemic
levels. Morgan is encouraged by the recovery in
volumes but notes base revenue across around 35%
of the business is subdued, and the pandemic is far
from over. This suggests cost savings and
government support are doing the heavy lifting.
Rating is downgraded to Hold from Add and the
target is raised to $28.63 from $27.84.

WESTERN AREAS NL (WSA) was downgraded to
Neutral from Buy by UBS B/H/S: 4/3/0

UBS downgrades to Neutral from Buy and raises the
target to $2.85 from $2.50. The share price has lifted
42% in the second quarter. The broker, noting the
share price appreciation in response to an
encouraging drilling result, lifts estimates of the value
of exploration assets to $150m.

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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