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Here are 28 stocks I’ve been following 

On April 27 I thought it was safe to look at stocks that the analysts maintained had a huge amount of
upside. I made some gains predictions on 28 companies. Here’s how they’re doing so far.

Lendlease (LLC) has been a popular stock among many brokers (and is even one of the stocks I
tipped for growth). But how has it been impacted by COVID-19? Paul Rickard discusses whether LLC
is a buy?
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Here are 28 stocks I’ve been following
by Peter Switzer

 
On April 27, I thought it was safe to look at stocks that
the analysts maintained had a huge amount of
upside. My argument was that we look at those
stocks with a lot of potential gains. And even if the
experts are only half right, then we might be able to
seize a few bargains created by the crazy sell-off
linked to the Coronavirus and the lockdowns, as well
as closures that surprised all of us.

As we wait to see if the rising infection rates in the
USA (and to a lesser extent the challenges in
Victoria) will spook stock markets and give us another
leg down, (which I think will create another buying
opportunity), let’s see what has happened to anyone
who took my tips and those of the analysts.

These stocks were said to have 16% to 40% +
upside:

Of the 28 top 200 stocks I put the spotlight on, 4 went

backwards.

The quality companies even beat the analysts’
expectations, with Macquarie up 28% compared to
23.8% predicted, REA was up 29% against 17.3%
predicted and Atlas Arteria rose 17% versus 16.5%
forecasted, while Goodman Group came in close to
on song, up 17.4% against 18% predicted.

Of the potential big upside companies, Charter Hall
did the best, up 39% compared to a 78% forecasted
rise.

Some companies have shown by their negative trend
over the period, that they have structural issues that
make them hard to get enthusiastic about. I think
Whitehaven and UR Westfield are cases in point, but
Sydney Airport only has a temporary issue that will be
fixed up when we can fly overseas again.

And that’s the point for the forward-thinking investor.
The question that person has to ask is: “What was
the share price of SYD before all this?”

It was a $9 stock in January and is now at $5.74. The
analysts at FNArena have it at $6.25, which means
they’re saying there’s 9% in the short term. But I
reckon there’s more in the longer term, which is
where I play.

Sometime in 2021 we will be travelling overseas and
that’s when SYD’s share price will be flying high
again!

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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How has COVID-19 impacted Lendlease? Is it a
buy?
by Paul Rickard

 
One of the biggest global themes of the last century,
if not several centuries, has been urbanisation.
Hundreds, probably billions of people have moved
from farms and small rural villages to concentrated
towns and thriving cities.

Most expected the urbanization theme to continue.
According to World Urbanization Prospects: The 2018
Revision, a report from the United Nations, the
proportion of the world’s population living in cities
was projected to rise from 55% in 2018 to 68% by
2050, which with population growth, meant 2.5 billion
people would move to urban areas.

But Covid-19 has changed the thinking of some
experts. Geoffrey Garrett, the former Dean of the
Wharton Business School, one of the world’s leading
business schools whose alumni includes Donald
Trump, Elon Musk and Warren Buffett, says that the
pandemic could reverse the trends of globalisation
and urbanisation. He writes:

“After coronavirus, people will be more fearful of
crowded trains and buses, cafes and restaurants,
theatres and stadiums, supermarkets and offices.
Crowded spaces are the lifeblood of cities. But now
crowds are seen as major health risks. People who
have the ability to exit the city will increasingly be
tempted to do so. People who cannot leave will feel at
increased risk, hunker down, and reduce their
movements and contacts. It is hard to think about
Manhattan without the subway and 10-deep
pedestrians on Fifth Avenue. But that may be the
increasing post-COVID reality.”

Other experts argue that the impact of Covid-19 will
be temporary and that population growth, together
with the enormous appeal of cosmopolitan cities, will
see urbanisation continue its upward march.

This is particularly relevant to Lendlease (LLC)
because a key driver behind its strategy is
urbanisation. There are other tailwinds as well –
global infrastructure spending, an ageing population
and sustainability – but it is the urbanisation theme
and gateway cities that stand out.

Lendlease is an interesting stock for several reasons.

Firstly, from a price perspective. It got thumped in the
March sell-off and is still about 35% below its
February peak of $19.46.

Lendlease (LLC) in 2020

Secondly, it has taken steps to strengthen its balance
sheet, raising $1.2bn via an institutional placement
and share purchase plan at $9.80 per share. This has
taken its gearing level below 10% and given it total
liquidity in excess of $5bn (cash on hand plus
undrawn loan facilities).

Thirdly, it is a global company, with about 55% of its
revenue (45% of EBITDA) being derived offshore,
most particularly in the USA, UK, western Europe and
parts of Asia.

Finally, it articulates a compelling business model.
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The Lendlease story

Lendlease operates through three segments –
development, construction and investment. Its
business model is to integrate these activities, such
that more than one segment is engaged in a single
project. If focuses on development of inner city mixed
used developments, apartments and communities in
gateway cities.

Development is the largest segment, with the
company targeting it to generate 40% to 50% of
EDITBA, construction is targeted to generate 10% to
20% of EBITDA and investments 35% to 40% of
EDITBA. Overall, the group targets a ROE (return on
equity) of 10% to 14%.

Two other former segments, engineering and
services, are being divested. Now classified as
“non-core”, Lendlease’s engineering business has
been sold to Acciona for $180m (less expected
restructuring costs of $550m).

Lendlease’s development pipeline is $112bn (up
from $76bn at the end of FY19) and includes 21
major urbanisation projects across nine global cities.
These include Thamesmead Waterfront in London,
plus a partnership with Google in the San Francisco
Bay area. Major development projects in Australia
include Barangaroo, Melbourne Quarter and Victoria
Harbour. Overall, the pipeline breaks down into
$68bn of apartments, $30bn of commercial buildings
and $14bn of communities (developed land lots).

In construction, Lendlease has “backlog revenue” of
$14bn, down from $16bn at the end of FY19. The
work is diversified by sector, client and geography,
with 29% commercial, 20% residential, 18% defence

and 11% social infrastructure. Government clients
account for 40% of the work, corporate 42% and
internal Lend Lease 18%. Major projects include
Crown Sydney, HMAS Cerebus, a retail centre in
Kuala Lumpur and a convention centre in New York.

The investments segment comprises of both capital
intensive activities ($4.0bn in total of co-investment
positions in managed funds and direct property) and
capital light activities ($37bn of funds under
management and $30bn of assets under
management). Operating earnings are roughly 50/50
between the capital intensive and the capital light
activities.

In the half year to 31 December, Lendlease reported
core profit after tax of $308m, and a non-core profit of
$5m. This correlated to a return on equity of 9.8%
(target 10% to 14%). Noting the increase in the
development pipeline, the construction backlog
revenue and an expected doubling of funds over
management as the pipeline is delivered, CEO Steve
McCann said at the time: “Our core segments are
well placed for medium term success”.

Post-COVID-19 trading updates

Lendlease (LLC) provided a trading update on 28
April (where it withdrew its forward-looking
statements given at the time of the February profit
result), and again on 1 July.  It says that:

Core profit after tax for the full year to be in
the range of $50m to $150m (this implies a
second half loss of $158m to $258m). This
reflects the COVID-19 impacts on the group
and includes a reduction in the valuation of
investments of $130m to $160m;
Engineering exit costs will be $550m pre-tax
(on track with previous forecast), with $525m
pre-tax to be booked in FY20. This would
leave a statutory loss for the year of $230m to
$340m after tax;
The development segment has experienced
delays in the conversion of a number of
opportunities and has been impacted by
delays in apartment sales and elevated
cancellations across the community’s
business. Enquiries in the community’s
business have now returned to pre-COVID
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levels;
The joint venture to deliver the first residential
tower at One Sydney Harbour would
contribute $100m in FY21 profit after tax;
The performance of the construction segment
was impacted in all regions, with impact
greater in international regions. Most projects
are now operational;
Earnings from the investment segment will be
impacted in both FY20 and FY21;
Good progress had been made in the core
businesses since the last update on 28 April;
and
No final dividend for FY20, although a small
distribution may be paid from the Lendlease
Trust.

What do the brokers say?

While disappointed with the trading update, the
brokers are positive on Lendlease and remain
supportive. Covid-19 has hit the company harder than
expected, with the second half loss higher than the
brokers’ forecast. They are relieved, however, that
the engineering sale will be completed on schedule in
FY21 and suggest that “most of the bad news is now
behind the company”.

Several brokers suggest that investors will need
“patience”. Most forecast a return to profitability in
FY21.

The consensus target price (according to FN Arena)
is $14.26, 12.3% higher than Friday’s close of
$12.70. Individual targets and recommendations are
shown in the table below.

What’s the bottom line?

When I started researching this article, I thought that
a company so aligned to the urbanisation theme
might find the operating environment pretty tough
going forward. But as I have looked further into the
breadth of the development pipeline and the work in

residential, community and defence projects, I am not
as convinced that this is such a big issue.

I like the business model and the connections
between the segments, but as a
developer/construction company/ financial engineer
and asset manager, the challenge is around the
ability to execute.

My sense is that there is ‘no hurry’ to buy
Lendlease, as there is still considerable uncertainty
as to the impacts of COVID-19. Also, I expect more of
a market correction, so I am prepared to wait. Buy in
the next market down-turn, this stock will be on my
radar. Ord Minnett summarises it well with: “the
potential rewards are high for those willing to go the
distance”.

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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3 buy-now, pay-later stocks to consider buying
now
by James Dunn

 
Even before COVID-19, the buy-now, pay-later
(BNPL) sector was surging in both user popularity
and on the stock market in terms of share prices, but
BNPL is having a good pandemic, as the lockdowns
and social-distancing requirements in many countries
push more people into online shopping.

A March report from Worldpay, a subsidiary of
financial services giant FIS, showed that the number
of Australians using BNPL products like Afterpay or
Zip Pay has more than doubled in the past year, to
the point where nearly two million people (or one in
ten) now use such platforms.

The report predicts that the number of BNPL users
will pass 4 million by 2023, by which time Australia’s
ecommerce market will be worth US$47 billion. The
share of BNPL payments of ecommerce transactions
will jump more than 166% in that time. BNPL
currently accounts for 8% of global e-commerce
transactions – the Worldpay report projects that
proportion to more than double by 2023, to 17%.

The COVID-19 pandemic keeping many people at
home appears to have boosted online shopping, with
government stimulus packages also flowing through
into BNPL use. In Australia, Australia Post said in
May that the online shopping volumes it was handling
were up 80% compared to last year. In the UK, while
May’s retail sales fell by 11% year-on-year, online
sales jumped 50%, according to UBS; and it was a
similar story in the US, where retail sales were down
by 14%, but online surged 31%.

That is great news for the BNPL providers, which are
benefiting from the rising e-commerce spending,
direct government stimulus and increasing use of
debit cards as opposed to credit cards.

The BNPL sector is a bit misunderstood. It isn’t just

millennials splurging on that latest dress, or pair of
sunglasses, on the never-never – that would not
work. Indeed, a single overdue payment sees a user
locked out. Investors need to get their heads around
the fact that BNPL services help retailers hugely –
paying them upfront for shoppers’ orders, bringing
them higher order sizes, increased conversion rates
(from ‘add-to-cart’ to actual sales), lower
return-of-goods rates, increased referrals, and
increased return customers. The sector’s true value
is based more on what it offers retailers than what it
offers shoppers. If shoppers can spread the spending
over time, and pay in instalments, they are more likely
to spend more – that’s the secret sauce of BNPL.

1. Afterpay (APT, $67.50)
Market capitalisation: $18.1 Billion
12-month total return: 155.8%
Estimated FY21 dividend yield: n/a
Analysts’ consensus target price: $40.98
(Thomson Reuters), $43.49 (FN Arena)

The rise and rise of Afterpay continues to confound
the share market. It still has not made a profit (and is
not expected to until FY22), but it is valued at $18.1
billion, enough to put it inside the S&P/ASX 20. Like
most stocks, Afterpay was hammered by COVID-19.
From a February peak of $39.87, APT was trading at
$8.90 on the day (23 March) that a floor was
established under the Australian market – a floor only
visible in hindsight. At $67.50 now, a hypothetical buy
at that price has returned more than seven-and-a-half
times an investor’s money.

At these levels, APT’s valuation is sky-high.
Technology investors focus mostly on how quickly
Afterpay can increase its revenue, instead of its profit.
That revenue is driven by the size of its customer
base and its merchant network, driven by the
transaction numbers pushed through its system and
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the average value of those transactions per user.
Being unprofitable, Afterpay is typically valued on a
multiple of its enterprise value (EV)-to-sales, a ratio
commonly used to value high-growth tech stocks.
(Enterprise value is the sum of the company’s
market capitalisation, plus its debt, plus any cash on
the balance sheet.) But even using this
measurement, APT is very difficult to value.

According to Yahoo Finance, APT’s trailing
(historical) EV-to-sales ratio is 54.9 times, while the
forward (June 2021) consensus-based 12-month
forward EV-to-sales ratio of 24 times.

As broker RBC Capital points out, that compares to
the median of peer US stocks, at 16.2 times. Then
again, Afterpay’s expected sales growth in 2021 is
about 62% – well above the median growth rate of
27% for the US tech stocks.

Afterpay is growing very strongly overseas. In May, it
said it had passed more than five million customers in
the US. Last month, it passed one million customers
in the UK. It is now launching into Canada. Broker
RBC Capital estimates Afterpay had 9.8 million
customers as at the end of June, with gross merchant
value doubling on the prior year to $10.6 billion. And it
is only touching the surface of growth in its target
markets. Chinese internet giant Tencent taking a 5%
stake in the company in May showed the market that
Afterpay’s growth plans have very solid backing. Its
current US user base of 5 million represents just 2%
of the population.

But what’s it worth? That is the million-dollar
question. Here’s what the brokers think, courtesy of
FN Arena.

UBS – has a target price on APT of $25.00,
which it lifted from $14 today – and rates it a
‘Sell.’
Citi – has a target price of $64.25 – and a
rating of ‘Neutral.’
Ord Minnett – has a target price of $64.70 –
and a ‘Buy’ rating.
Morgans – has a target price of $46 – and a
‘Hold’ rating,
Morgan Stanley – has a target price of $36 –
and a rating of ‘Equal-weight.’
Macquarie – has a target price of $36 – and a

rating of ‘Outperform.’

You can see the problem – even the brokers that are
bullish on Afterpay have target prices that the stock
has well and truly overshot. There are plenty of risks,
from potential rises in bad debts, to market
competition, to heightened regulatory scrutiny.
Another crucial risk is that Visa and Mastercard
simply move in and take over the BNPL market –
although at the moment, they seem keen to partner
with individual firms. Buying APT at these levels is
only for the truly gutsy – or truly convinced.

2. Zip Co (Z1P, $5.74)
Market capitalisation: $2.2 billion
12-month total return: 87%
Estimated FY21 dividend yield: n/a
Analysts’ consensus target price: $6.50
(Thomson Reuters), $6.45 (FN Arena)

Zip Co has emerged as Afterpay’s main rival,
underpinning its move into the US market with a deal
last month to buy local BNPL business QuadPay, of
which it already owned 14%. The new combined
group will have operations in Australia, New Zealand,
the US, UK and South Africa. It is a transformational
buy, changing Zip Co from a domestic BNPL
company to a global leader. Zip Co will have a
combined annualised total transaction value of $3.0
billion and annualised revenue of $250 million. It will
also boast 3.5 million customers and 26,200
merchants.

QuadPay also brings with it Virtual Credit Card (VCC)
technology, which could be a real game-changer in
the space. VCC allows customers to choose at the
time of checkout a direct, normal payment, or a
four-instalment, six-week interest free payment
schedule. Each customer has a pre-set spending
limit, so when they pay for something, the VCC
seamlessly comes into play, through QuadPay’s
‘Anywhere App.’

Zip Co’s 31 May 2020 market update showed a 78%
year-on-year increase in monthly revenue, a 63%
increase in active customers to 2.1 million and a 46%
increase in active merchants to 23,600. But the
increase in scale that QuadPay brings is the real
story with Zip Co. In particular, buying QuadPay is a
very low-risk way of going into the US market.
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However, it is the same problem as Afterpay – how
do you value this? The trailing EV-to-sales ratio of
26.6 times, according to Yahoo Finance. Prospective
numbers are very hard to find.

Taking the same look at brokers as with APT, the
disparity is not as wide – in the FN Arena sample of
brokers, we see:

Ord Minnett – has a target price of $6.75 –
and a rating of ‘Accumulate.’
UBS – has a target price of $5.60 – and a
rating of ‘Neutral.’
Morgans – has a target price of $7.00 – and a
rating of add.

That gives a consensus target price of $6.45, which
implies that there is still some value in Z1P given the
headwinds behind the BNPL sector and the
transformative scale of the QuadPay acquisition.
(Thomson Reuters has a consensus target of $6.50,
from six analysts).

Zip Co looks to be a better buy than Afterpay at
current levels, but the near-term value you can expect
to realise is not seen as huge. Long-term is perhaps
another story.

3. Splitit Payments (SPT, $1.385)
Market capitalisation: $770 million
12-month total return: 171.6%
Estimated FY21 dividend yield: n/a
Analysts’ consensus target price: n/a

Splitit (SPT) is a BNPL provider with a difference.
Where the other BNPL businesses lend customers
the full amount of a purchase at the checkout, and
then allow that purchase to be paid off in instalments,
Splitit allows customers to pay with an existing credit
or debit card, holding the full amount on their card
and taking an instalment each month.

The customer can apportion the total cost across as
many interest-free payments as they like. The Splitit
system charges their credit or debit card every month
until their payment is completed. Thus, Splitit does
not finance the consumer into the purchase, meaning
it does not make short-term consumer loans. This
means that worries about credit risk and
bad-and-doubtful-debt build-up – concerns that have

swirled around the other BNPL stocks – are not
business risks for Splitit and makes its business
model lower-risk than the others.

Splitit’s technology requires no application,
registration or credit check: Splitit does not need to
monitor and/or prevent payment defaults or bad
debt-related risks, and is not subject to regulatory
oversight or licensing requirements associated with
providing new credit.

Splitit says that because it facilitates use issuers’
credit cards, it complements, rather than competes
with, those credit cards. It says it is the only global
payments solution that works using shoppers’
existing Visa or Mastercard credit cards.

Certainly, the major card issuers appear to be very
happy to work with it. In March, Splitit announced a
partnership with Visa, to help accelerate the
distribution of instalment payments for merchants and
to “explore further opportunities relating to new
product development.”

The company followed that in June with the signing of
a multi-year agreement – with an initial five-year term
– with Mastercard, to accelerate the adoption of
Splitit’s instalment solution around the world. Splitit
will leverage Mastercard’s network of partners to
extend and scale instalment functionality to
consumers and merchants.

Splitit’s March 2020 quarterly numbers showed an
18% annual rise in sales (merchant sales volume, or
MSV) to US$23.7 million, a 104% annual rise in
revenue, to US$675,000, and a 108% annual rise in
total merchants, to 862. North American MSV was up
336% year-on-year, while European MSV was up
548%.

Total unique shoppers surpassed 290,000 in May, up
18% from the end of the March quarter. There were
964 Total Merchants, up 12% from the end of the
March quarter and the average order value (AOV)
reached US$939 ($1,361) in May, up from US$737
($1,196) in the March quarter. The company
attributed this to consumers using the service for
higher-value purchases including homewares,
furniture, sporting goods and luxury retail.
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This – apart from the credit difference in the business
model – is where Splitit is most different to Afterpay.
Afterpay’s average transaction value stands at $150.
Splitit has an older customer demographic buying
bigger-ticket items.

Splitit says its addressable market is “massive” – it
says this is the US$3.4 trillion ($4.9 trillion)
e-commerce opportunity globally, and the 1.8
billion-plus credit cards globally, with 70% of the
available credit not utilised.

SPT has surged from 22 cents at the Coronavirus
Crash trough (23 March) to $1.39. The trouble with
SPT is that there are no major broker assessments to
go on. The Israeli-founded, New York-based
company does not make a profit, and the trailing
December 2019 EV-to-sales ratio was 263.6 times,
according to Yahoo Finance). Buying SPT is a leap of
faith: investors buying now are banking on the
company converting some of the potential market
growth it sees, to eventual profitability.

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

 
To gauge the mood among stockbroking analysts,
look no further than last week’s upgrades and
downgrades for individual ASX-listed stocks.

For the week ending Friday, 3 July 2020, FNArena
registered ten upgrades in ratings and 21
downgrades, of which twelve moved to a fresh Sell.

Among those receiving fresh Sell ratings are gold
miners, small cap mining stocks, plus Suncorp,
BlueScope Steel, and financial platform operator
Netwealth.

All but two of the week’s upgrades moved to Buy.

Analysts have been rather busy updating forecasts
and valuations/price targets, which has led to a
busy-looking set of tables for the week’s largest
increases and decreases.

Enjoying the biggest increases to price targets for the
week are Eclipx Group, Sigma Healthcare, and
NextDC.

On the negative side, health food company in serious
trouble Freedom Foods Group leads the table for
reductions to price targets, with yet more restructuring
Suncorp a distant second.

19 of the 20 stocks ranked for changes to earnings
estimates (10 up, 10 down) saw changes in
double-digit percentage, with Brickworks the sole
exception with a -7.73% cut to forecasts.

Equally telling, only two of the seven stockbrokerages
monitored daily is still carrying more Buy ratings than
Neutral/Hold; Citi and Morgans.

Total Buy ratings for those seven brokers remains
stubbornly high at 49.53% of total ratings, versus

40.14% on Neutral/Hold, and 10.31% in Sell ratings.

In the good books

INSURANCE AUSTRALIA GROUP LIMITED (IAG)
was upgraded to Buy from Neutral by UBS B/H/S:
4/3/0

General insurer share prices have underperformed,
UBS observes, with average 2020 price declines of
-30% in the year to date. The broker attributes this to
de-risked investment exposures, lower running yields
and an overhang of claims risk. Rating is upgraded to
Buy from Neutral and the target is reduced to $6.45
from $6.55.

MAGELLAN FINANCIAL GROUP LIMITED (MFG)
was upgraded to Neutral from Underperform by
Credit Suisse B/H/S: 1/5/1

Credit Suisse upgrades FY20 estimates due to higher
performance fees and investment income from
distributions. Retail flows are tracking better than the
broker expected. While valuation appeal is limited,
Credit Suisse cannot find a negative catalyst on the
horizon and upgrades to Neutral from Underperform. 
Target is raised to $55 from $47. There is potential
upside from an announcement on a partnership with
Blackwattle, which could be a step into managing
unlisted assets and add 10-15% to earnings over the
next five years.

TRANSURBAN GROUP (TCL) was upgraded to
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Accumulate from Hold by Ord Minnett B/H/S: 2/3/2

Ord Minnett expects earnings should stabilise at
around 20% ahead of pre-pandemic levels in FY23,
and then grow at a relatively strong 7-9% per annum.
The broker incorporates new assumptions for the
three airport-exposed assets, Citylink, Airport Link
and Eastern Distributor. Rating is upgraded to
Accumulate from Hold and the target lifted to $16.00
from $15.25.

In the not-so-good books

BLUESCOPE STEEL LIMITED (BSL) was
downgraded to Underweight from Equal-weight
by Morgan Stanley B/H/S: 3/2/1

BlueScope Steel is considered to be a high-quality
business with a strong balance sheet and good cash
generation. However, the broker suggests the
company should follow an agile approach with
challenging conditions in the US. The US steel
industry utilisation, functioning at around 55%, is
under pressure while steel spreads have declined to
their lowest levels since 2011. Even though North
Star is expected to perform better than peers, the
broker expects a negative impact on volume. The
broker has reduced FY20-21 earnings estimates for
North Star along with lower earnings forecasted in
Australian steel products. This implies lower
operating income for FY20 and FY21. Morgan
Stanley reduces its rating to Underweight from
Equal-weight with the target price reducing to $10
from $13.50. Industry view: Cautious.

HUB24 LIMITED (HUB) was downgraded to
Neutral from Outperform by Credit Suisse B/H/S:
3/1/1

HUB24 has outperformed the market by 15-20% over
the last three months, Credit Suisse observes. The
benefits from the rebound in equity markets are
expected to be diluted by the tiered pricing structure
and the likely deployment of high investor cash
balances. The broker continues to expect significant
inflow and market share gains but assesses the
company still needs to reduce platform fees. A
greater proportion of earnings are leveraged to
cash which Credit Suisse expects will be deployed in
the next 12 months. Rating is, therefore, downgraded
to Neutral from Outperform and the target is raised to
$12.00 from $10.20.

NETWEALTH GROUP LIMITED (NWL) was
downgraded to Underperform from Neutral by
Credit Suisse B/H/S: 1/3/2

Credit Suisse observes Netwealth has outperformed
the market by 15-20% over the last three months.
Looking into FY21 the broker envisages a flatter
earnings profile and a declining revenue margin.
Consensus earnings estimates are assessed to be
too high, with little valuation protection, and this
increases the risk of disappointment. Hence, the
broker downgrades to Underperform from Neutral.
Target is raised to $8.30 from $7.50.

SARACEN MINERAL HOLDINGS LIMITED (SAR)
was downgraded to Hold from Accumulate by Ord
Minnett B/H/S: 2/3/0

Ord Minnett downgrades to Hold from Accumulate,
assessing the stock has run out of returns. The
broker remains positive on gold, based on inflation
expectations and falling real yields. Target is raised to
$5.40 from $4.90.

THE STAR ENTERTAINMENT GROUP LIMITED
(SGR) was downgraded to Neutral from
Outperform by Credit Suisse B/H/S: 3/3/1

Credit Suisse lowers FY21 estimates for earnings per
share by -43% after the company guided to its casino
operating capacity. The broker previously assumed a
near full recovery in FY21 but now expects FY21
revenue will be around 70% of FY19, given the
ongoing coronavirus restrictions. Rating is
downgraded to Neutral from Outperform. Target is
reduced to $3.40 from $3.75.
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SUNCORP GROUP LIMITED (SUN) was
downgraded to Hold from Add by Morgans and to
Underperform from Neutral by Credit Suisse
B/H/S: 2/3/2

Suncorp has announced a restructure to improve its
business performance. The company has been
forced to balance pricing and cover levels during
negotiations for reinsurance in FY21. Morgans notes
there is not as much P&L protection now and
Suncorp will also have to hold higher general
insurance capital given greater risk exposure. The
broker downgrades to Hold from Add, envisaging
better value elsewhere in the sector. Target is
reduced to $9.40 from $10.44.

Credit Suisse observes Suncorp has resisted, again,
resetting financial targets so investors will be faced
with gradual earnings downgrades. The broker
expects the company will deliver a 6-7% return on
equity in the outer years, well below the prior target of
at least 10%. Suncorp has announced an
organisational restructure but this lacks detail, and
Credit Suisse assumes it is just the start of larger
changes. Cash earnings estimates for FY21 are
decreased by -6%. Rating is downgraded to
Underperform from Neutral as the stock has
outperformed peers recently. Target is reduced to
$8.75 from $9.65.

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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