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7 ‘honest John’ Aussie stocks with strong long-term growth 

Should you be harvesting beaten-up good businesses and simply sitting it out until normalcy returns?
Here are the companies I think are good companies but are suffering because of the virus and the
associated problems for the sectors they operate in. 

Today, Paul Rickard presents our ‘best of the best’ cornerstone stocks for your long-term portfolio.
These are the ones to buy if the market really tanks. We have selected the best stocks from 8 of
the ASX industry sectors to ensure an element of diversification for your portfolio. 

    Sincerely,

 
  Peter Switzer
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7 ‘honest John’ Aussie stocks with strong
long-term growth
by Peter Switzer

 
Most of us have been staggered about how so many
stocks have rebounded since the crash that bottomed
on March 23. If you need reminding, Afterpay went
below $10 then — $8.90 to be precise — and is now a
$72 stock, and Morgan Stanley thinks we will see it
with a $100 plus price tag! 

But these types of stocks are usually for deep
speculators and anyone who wants to buy now, for
the $100-day out there, is punting along with the
smarties at Morgan Stanley. 

So which companies are good companies but are
suffering because their businesses are directly being
slugged by the virus and the associated problems for
the sectors they operate in? And you have to ask the
question: should I be harvesting beaten-up good
businesses and simply sitting it out until normalcy
returns? 

Given that question, the next question to ask is: what
businesses/stocks fit this bill? 

Qantas (QAN)

 

A standout that you’d have to look at is Qantas.
Right now, it’s a $3.50 stock but the analysts
surveyed by FNArena see it having a 24.5% upside.
This company is expecting to be back
to overseas flying by mid-2021 and its Virgin rival is
not expected to be as combative as it was under the
old pre-Coronavirus regime. Remember this was a $7
stock before COVID-19. 

At the same time, Flight Centre was a $44 stock in
January and today languishes at $10.54, but the
sellers of this stock are not one-year waiters and it’s
fair to say that this business could be troubled for two
years. That said, the analysts are targeting only
$13.13, which would be a 24% gain, however, these
guys are not thinking long term. 

Flight Centre (FLT)
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In the same stable, Webjet (WEB) is now a $3 stock
and is tipped to see a 35% gain to reach $4.07. But
before the Coronavirus came to town, this was a $14
stock! 

If Webjet sees the old world come back, there would
be a 366% gain for anyone who was prepared to take
the gamble. 

I know Paul Rickard worries about the viability of
Flight Centre and Webjet in these crazy times but
news last week suggests others think the latter has a
future. The company received an injection of cash
via a €100 million convertible note sale. The company
now has an extra $160 million in net proceeds to
keep the flag flying until normalcy returns
to overseas travel, where the business makes most of
its money. 

OK, let’s dial down the sector risk and go looking for
businesses that are negatively exposed to this damn
virus for different reasons. 

Harvey Norman (HVN)

 

Before COVID-19, Harvey Norman was a $4.80 stock
and now is $3.52. If in a year it could regain its old
price, that would be a 36% gain! The analysts expect
a 13% gain but they’re not taking a
one-year guess when you imagine the Australians
who used to spend a lot of money overseas. 

In 2018-19, more than 10 million Australians took
overseas trips and these people spent $65 billion.
Imagine if only half of that is spent here, then I
suspect stores like Harvey Norman (HVN), JB
Hi-Fi (JBH) and say Nick Scali (NCK) are bound to
have good years. 

If Nick Scali can get back to its pre-Coronavirus share
price from where it is now — $6.50 — that would be a
27% gain. 

A company like Charter Hall (CHC) is tipped by the
analysts to rebound by 9% from its current $9.52 level
but previously it was a $14 stock, implying if normalcy
eventually returns then there could be a 57% gain.
And this is regarded as a very good business. 

In coming weeks, we’ll go looking for the ‘honest
John’ reliable businesses that have been virtually
ignored in this Coronavirus comeback for the stock
market. 

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 regards to your
circumstances. 
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The best stocks from each of the 8 sectors
by Paul Rickard

 
Peter and I get this question a lot: ‘‘what are the
stocks you really want to buy if the market tanks”? 

Unfortunately, there is no single answer because it
depends on your timeframe, investment objectives
and how much risk (and potentially reward) you are
prepared to take and make. 

But from the perspective of an investor considering
cornerstone stocks that could go into a portfolio to be
held for the long term, here is our ‘best of the best’.
Obviously, the emphasis is on ‘quality’ and a
company doesn’t qualify for this label without a
substantive track record. This eliminates several
“highflyers”. 

To develop our ‘best of the best’ list, we applied the
following filters: 

Firstly, we sought to identify one company
(and only one company) from each of the
major ASX industry sectors – 8 in total. This
helps to ensure a basic level
of diversification; 

We considered stocks with a track record as a
listed ASX entity of at least 5 years (preferably
10 years); 
We looked for “blue chip” stocks in terms of
market liquidity, delivery and consistency of
earnings, industry dominance, ASX sector
relevance and market esteem; and 
Within an industry sector, we biased the
selection to a stock with lower relative
volatility. 

Here is our ‘best of the best’. We start with the
biggest sector by market capitalisation
(financials) first and work through in descending
order. We could not identify a ‘best’ stock for three

of the smaller sectors (telecommunication services,
utilities and energy). 

1. Financials – Commonwealth Bank (CBA)   

This selection of Commonwealth Bank didn’t warrant
much discussion. The only other contender was
Macquarie Group (MQG), which while we are great
fans, is more volatile because of its business mix
(investment banking rather than commercial banking)
and geographic spread. 

For more than a decade, Commonwealth Bank has
traded at a premium to its three major bank rivals
because it has the best technology, the strongest
balance sheet, the best franchise (number 1 or 2 in
core markets) and the best leadership team. The last
point was tested during the Ian Narev era, but under
CEO Matt Comyn CBA has clearly regained this
mantle. 

Commonwealth Bank (CBA) – 10 years to 7/2020
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Commonwealth Bank is not the cheapest bank and in
terms of immediate value, I prefer Westpac. But as a
cornerstone, it is significantly ahead of its
competitors. 

2. Materials – BHP 

The ‘big Australian’ is the most diversified of
Australia’s major material companies, with high
quality iron ore, copper, metallurgical coal, nickel and
petroleum assets. It is a low cost producer with some
of the best assets in the world. It had a “misstep”
with the Samarco mine disaster in Brazil in 2015 and
lost credibility with the market trying to maintain a
fundamentally floored progressive dividend policy.
Following the resignation of Chairman Jac Nasser, it
has worked hard to strengthen its balance sheet,
increase productivity and apply absolute focus to
shareholder returns. Now regarded again as a
‘blue-chip”. 

BHP – 10 years to 7/2020

 

3. Healthcare – CSL 

Now Australia’s largest company by market
capitalisation, CSL is unquestionably our leading
health care company. The global leader in blood
plasma products and number two in influenza
vaccines, CSL earns more than 90% of its revenue
offshore. 

Shareholders who paid the equivalent of $0.77 per
share in the privatisation of the old Commonwealth
Serum Laboratories in 1994 have seen the value of
their investment increase by more than 400 times. 

CSL – 10 years to 7/2020
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 A strong performer during the COVID-19 market
meltdown, it has come off the boil over the last couple
of months in part due to the sharp appreciation of
the Aussie dollar. The company has a history of
“under-promising/over-delivering”, and shareholders
will be hoping that CSL does this again when it
presents its full–year profit report in August. 

4. Industrials – Transurban (TCL) 

Benjamin Graham is credited with saying that there
are only two certainties in life – death and taxes – but
if he had nominated a third, it would have been road
tolls (at least for Sydney, Melbourne and Brisbane
residents). Transurban (TCL) is Australia’s largest
operator of toll roads, owning about 80% of all assets
in this category. 

Not your average ‘industrial’ company, it gets
classified in this sector because of its connection to
transport. And because it has been so successful, it is
now the largest company in the industrial sector and
has just crept into the ASX top 10. 

Transurban (TCL)  – 10 years to 7/2020

Transurban has a brilliant business model. It is a cash
cow, with inflation–linked revenues being applied to
essentially the fixed costs of road depreciation, road

maintenance and interest. Provided it can manage its
development risk and attract the road traffic, it is
almost guaranteed to increase its revenue each year
and the distribution it pays to its shareholders. 

5. Real Estate – Goodman Group (GMG) 

Goodman Group (GMG) is one of the few real estate
groups not to have downgraded earnings guidance
due to the COVID-19 pandemic. Its focus on
warehouses and large–scale logistics facilities has
been rewarded, as customer demand in the online,
logistics, consumer goods and digital economy has
supported portfolio fundamentals and development
activity. 

Goodman operates through three divisions which
roughly contribute a third of earnings each – property
investment, development and property management.
It is internationally focussed, with 31% of revenue
from Europe/UK, 24% from Asia, 9% from the
Americas and 36% from Australia/NZ. 

The rise in Goodman’s share price over the last
decade (as shown in the graph below) is quite
impressive. 

Goodman Group (GMG) – 10 years to 7/2020
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6. Consumer Discretionary (Wesfarmers) 

Another company with an impressive share price
graph is conglomerate Wesfarmers (WES). More than
half its revenue and earnings are generated from the
powerhouse of Bunnings, leading to its classification
in the ‘consumer discretionary’ sector. Other
businesses include Officeworks, Kmart, Target and
an industrial and safety division. 

Under CEO Rob Scott, it has divested the Coles
supermarket business and has exited coal mining.
Acquisitions have been fairly light, with an investment
in lithium producer Kidman Resources the notable
exception. 

Wesfarmers (WES) – 10 years to 7/2020

 

While Wesfarmers has not been without its
occasional “misstep” (its attempt to “Bunningsise” the
UK with Homebase cost shareholders a couple of
billion dollars), its generally been pretty successful in
managing the portfolio of businesses. Cashed up, it is
looking for future growth opportunities. 

7. Consumer Staples – Woolworths (WOW) 

Woolworths or Coles? We have gone for Woolworths

as it leads Coles in the supermarket business on key
metrics such as gross margin, sales growth and cost
of doing business. 

Woolworths – 10 years to 7/2020

 

Woolworths has had its “missteps” including the
Master hardware debacle, but under CEO Brad
Banducci has re-built market confidence. Perennial
struggler Big W is returning to profitability, while the
spin-off of Endeavour Drinks (which includes the Dan
Murphy business and Woolworths pub division) is
generally viewed as a positive. 

Woolworths is not cheap – but in the COVID-19
environment its “defensive” nature has meant that its
shares have remained well supported. Also, the
market has taken confidence from the withdrawal of
competitor Kaufland and an easing in the
“supermarket wars”. 

8. Information Technology – Xero (XRO) 

Many of the companies in this sector can’t
demonstrate a “long term” track record, but one who
can is accounting “software as service” business
Xero (XRO). With 2.3m customers (1 million located
outside Australia/NZ), Xero grew operating revenue
by 30%, gross profit by 32% and EBITDA by 52% in
the year to 31 March. It achieved its maiden profit. 

Xero (XRO) – 8 years to 7/2020
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Xero now dominates the Australian/NZ small
business accounting software market and its
challenge will be driving profitable growth in the UK
and US markets. Like other IT companies, it is
arguably way over-valued, but on track record in
developing the Australian and NZ franchises, it
warrants backing. 

You can also see Peter and I sharing our thoughts on
the ‘best of the best’ on Switzer TV – here is the
link: 
https://switzer.com.au/the-experts/the-experts/author-
slug/switzer-tv/ 

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 regards to your
circumstances. 
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The Telstra story: is the dividend worth the buy?
by James Dunn

 
Telstra (TLS, $3.48) 

Market capitalisation: $41.6 billion 

Three-year total return: –1.4% a year 

FY21 Forecast yield: 4.4%, fully franked
(grossed-up, 6.3%) 

Analysts’ consensus valuation: $3.73 (Thomson
Reuters), $3.805 (FN Arena) 

The so-called “NBN headwind” – the forced
migration of its customers to the national broadband
network, and the loss of revenue from that – is still
causing Telstra problems, with the “peak NBN
headwind” now expected in FY21 instead of the
just-completed FY20. But under the bonnet, things
are improving. 

Despite a 6.6% slide in underlying earnings before
interest, tax, depreciation, and amortisation (EBITDA)
to $3.9 billion in the first half of FY20, analysts say
that if the NBN headwind effects are excluded,
Telstra’s underlying earnings actually rose by about
$90 million – the first rise in underlying EBITDA since
FY16. 

At the height of the COVID-19 market slump in
March, the telco heavyweight was one of the few
companies able to maintain earnings
guidance. Telstra said that FY20 operating earnings
were likely to come in at the lower end of the
previously stated range, of $7.4 billion–$7.9 billion,
with free cash flow expected at the lower end of the
$2.9 billion–$3.3 billion range (it definitely helps to
give a range for guidance!) 

However, if you were minded to consider the pinning
of the guidance to the lower end of the range as

effectively a downgrade, what was causing it was the
virtual removal of mobile roaming revenue – because
no-one was travelling anymore – as well as the extra
data that Telstra offered to family and small business
customers to handle remote business and education
(and the extra streaming service to help people cope
with lockdown!) In addition, Telstra has had to hire
temporary personnel and pause its program of job
reductions. 

In fact, not only has Telstra frozen its headcount cull,
having been forced to temporarily close its call centre
operations in the Philippines and India on the back of
the COVID-19 outbreak, the company has hired
3,500 extra staff to fortify its Australian centres.
Telstra now says it will keep its inbound call centres
in Australia even after the coronavirus pandemic
subsides, with all inbound calls to be answered locally
by the end of FY22. 

On the share market, Telstra was going well before
the pandemic emerged. Starting the year at $3.54,
Telstra moved to $3.90 in February before COVID
took the share price back below $3, a fall of 23%. 

Since then the stock has moved back to $3.50, up
17% from its low point.  

Telstra has to spend to grow. The company has
brought forward $500 million worth of capital
spending from 2021 into this year and will spend a
similar amount to increase the capacity in its network,
including its 5G rollout. At present, Telstra’s 5G
service now covers parts of 47 cities, ahead of its
original target of 35 by end-June, with more than 8
million Australians in the coverage area. Telstra is on
track to be the first telco to enable standalone,
end-to-end 5G across Australia. The company says
5G will be ten times faster than existing 4G networks.
The government sees acceleration of the digital
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economy as crucial to the recovery of the overall
economy – Telstra’s 5G looks like a product coming
into its own at exactly the right time. 

The company’s corporate reorganisation is also
impressive, with a group of companies it has acquired
in recent years now brought together into a brand
called Telstra Purple, which the company says is now
Australia’s largest technology services business.
Meanwhile, the “value brand”, Belong – a mobile
virtual network operator (MVNO), uses the Telstra
wholesale mobile network to offer internet and mobile
services and is proving highly competitive. Telstra
has realised that if it is going to be undercut on price,
it may as well be itself that’s doing it. 

The half-year result showed that the price sensitive
Belong package was bringing customers into the
mothership. Investors will be looking closely to the
FY20 result to see if this growth accelerated in the
second half. It will need to do so, to counteract
customer losses from the Foxtel from Telstra
product. 

Ultimately, though, it will be 5G and the services that
Telstra packages around it that drives revenue and
earnings growth going forward, over the NBN
headwind peak. 

In earnings per share (EPS) terms, the analysts’
consensus at Thomson Reuters expects 22%
earnings growth for FY20, to 22.1 cents a share, the
first year of EPS growth since FY16. That is from a
sample of 13 analysts. 

On FNArena’s collation (a sample of six analysts),
Telstra’s EPS is expected to fall, by 5.7%, to 17.1
cents, and slide further, to 16.2 cents, in FY21. 

What many investors mostly want to know about
Telstra is the security of the dividend. FNArena sees
the all-important dividend per share (DPS) staying at
16 cents in Telstra’s FY20 result but cut to 15.5 cents
in FY21. Thomson Reuters also expects a 16-cent
dividend for FY20. 

Investors should have been cured, however, of any
blind faith in Telstra’s dividends. 

For a long time – 2005 to 2013 – it was 28 cents a

year, expected. This rose to 29.5 cents in FY14, and
to 30.5 cents in FY15. FY16 and FY17 both saw 31
cents paid, and for many, that became the new
expectation. But Telstra encountered market
conditions in which mobile competition had increased
significantly and the company’s mobile margins
could not be sustained. The dividend payment in
FY18 was 22 cents and in FY19 that was cut to 16
cents, in a combination of ordinary and special
dividends. 

Between February 2015 to June 2018, Telstra’s
share price slid from $6.50 to $2.62. If ever
yield-oriented investors needed a reminder of the
capital risk that is incurred when relying on stocks for
yield, that was it. 

Those Telstra investors now relying on 16 cents as
their line-in-the-sand for yield have already received 8
cents. 

The consensus among analysts is that the
company’s free cash flow appears capable of
sustaining a dividend payment at the 16-cents rate for
FY20, but it does get harder from here. UBS, for
example, sees a dividend of 14 cents in FY21 – but
with scope for Telstra to maintain 16 cents out to
FY23, if increased mobile earnings or a change in
dividend payout policy (currently a payout ratio of
70%– 90% of net profit) allow it. 

At the current dividend expectation of 16 cents for the
just-completed FY20, Telstra, at $3.48, is trading on a
4.6% fully franked yield, equivalent to a grossed-up
yield of 6.6%. If we stress-test that to 15.5 cents in
FY21, the forward yield becomes 4.4%, or 6.4%
grossed-up. Using UBS’ worst case of a 14-cent
dividend, the forward yield becomes 4% – or 5.7%
grossed-up. People who bought TLS above $3.48 will
earn a lower yield than that and people who bought
for lower than $3.48 will earn a higher yield. 

With the capital growth foreseen in analysts’
consensus price targets – all investors should take a
total-return approach to shares – you can definitely
make a case for buying TLS at these levels. 

Important: This content has been prepared without
taking account of the objectives, financial situation or
needs of any particular individual. It does not
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constitute formal advice. Consider the
appropriateness of the information in regards to your
circumstances. 
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Buy, Hold, Sell – What the Brokers Say
by Rudi Filapek-Vandyck

 
The week’s overall review of downgrades revealed
seven of 27 moving to a fresh sell. The only
discernible sectoral trend appeared to be in gold, with
six downgrades. A number of stockbrokers have been
signalling they find value is becoming increasingly
hard to find after gold shares have rallied in response
to an increasing gold price. 

Gold miner Saracen Mineral Holdings received three
downgrades of which only one moved to a Sell. Both
Treasury Wine Estates and Adbri received two
downgrades (incorporating one move to a Sell
apiece). Adbri’s downgrade appeared more structural
with the loss of a major contract with Alcoa. 

The majority of material adjustments to earnings
estimates were to the downside. Four of the top five
movers were mid-cap resource stocks. The largest
positive change was reserved for Webjet after
strengthening its balance sheet with a EUR100m
convertible note offering. 

Total Buy ratings for the seven brokers monitored
daily remains high at 48.71% of total ratings, versus
40.84% on Neutral/Hold, and 10.44% with a Sell
rating. 

In the good books 

AFTERPAY LIMITED (APT) was upgraded to
Overweight from Equal-weight by Morgan
Stanley B/H/S: 2/3/1 

Afterpay is demonstrating better than expected credit
quality control, points out Morgan Stanley. The
company’s sales growth is accelerating and the
broker notes the company is diversifying away from
the fashion category via eBay. Afterpay is expected to
deliver almost 60% in revenue CAGR (compounded
annual growth rate) over FY20-22 while maintaining

about 2% net transaction margin. The company is
starting operations in Canada in the first quarter of
FY21 along with a US in-store rollout. This is to
solidify its early mover advantage by moving to an
omni-channel platform, comments the broker.
Morgan Stanley thinks Afterpay may use its $800m
capital raising to look for M&A options so as to enter
new geographies. Revenue forecasts for FY21-22
upgraded by circa 15%. The broker is of the opinion
that Afterpay is under-owned by Australian
institutional investors. Morgan Stanley upgrades to
Overweight from Equal-weight with the target price
increasing to $101 from $36. Industry view: In-line. 

 

CML GROUP LIMITED (CGR) was upgraded to
Add from Hold by Morgans B/H/S: 1/0/0 

CML Group provided a trading update and FY20
earnings guidance. In June, new clients and higher
volumes lifted the Invoice Financing division, while
client attrition and risk metrics are consistent with the
pre-covid-19 era. Management expects volumes to
keep growing and be assisted by reduced
Government assistance for SME funding. Uncertain
SME business conditions leaves the Equipment
Finance book below historical levels. While future
FY20 guidance may be impacted by provisioning,
management is confident of no material future credit
losses. Morgans believes the company is well

12Monday 13 July 2020



positioned to return to sustainable growth, with the
key opportunity in Factoring, and the potential for
acquisitions as smaller operators lack access to
funding. The rating is increased to Add from Hold.
The target price is $0.40. 

TREASURY WINE ESTATES LIMITED (TWE) was
upgraded to Neutral from Underperform by
Macquarie B/H/S: 0/6/0 

Macquarie observes the company has experienced
an unprecedented second half, with wine volumes
affected by the bushfires, oversupply in the US and
the impact of the virus in China. Private-label
pressures are expected to continue in the short term
as oversupply builds in America. However, Macquarie
assesses some confidence around consumption
levels is starting to return in China. The broker
downgrades estimates for FY20-22. Rating is
upgraded to Neutral from Underperform and the
target lifted to $11.50 from $9.30.  

See downgrades below. 

VOCUS GROUP LIMITED (VOC) was upgraded to
Buy from Neutral by UBS B/H/S: 3/3/0 

The share price has underperformed and UBS
upgrades to Buy from Neutral on valuation grounds.
The broker expects valuation will become more
compelling once FY20-21 expenditure is cycled.
However, estimates for earnings per share are
lowered by -9% to reflect higher interest costs post
the recent re-financing and more difficult execution
against growth targets. Target is reduced to $3.60
from $3.85. 

WEST AFRICAN RESOURCES LIMITED (WAF)
was upgraded to Neutral from Underperform by
Macquarie B/H/S: 0/1/0 

Operating performance was in line in the June quarter
while the cash position was better than Macquarie
expected. Commercial production at Sanbrado was
declared and the broker expects progressive
production growth over the next year. Given the
stronger net debt position and the rolling forward of
valuation, Macquarie upgrades to Neutral from
Underperform. Target is raised to $1 from $0.90. 

In the not-so-good books 

AGL ENERGY LIMITED (AGL) was downgraded to
Underperform from Neutral by Macquarie B/H/S:
0/4/3 

Macquarie assesses power pricing is a challenge for
AGL Energy as falling fuel costs and weak demand
have led to a drop in earnings. There is also the issue
of the Alcoa contract which is nearing expiry. The
broker suggests any renewal is likely to reflect the
soft forward market. Rating is downgraded to
Underperform from Neutral, as the broker says the
decay in electricity pricing as well as expiry of
historical gas contracts cannot be ignored. Target is
raised to $15.91 from $15.87. 

 

ALUMINA LIMITED (AWC) was downgraded to
Neutral from Buy by Citi B/H/S: 2/3/1 

Following a review of transfer pricing arrangements

13Monday 13 July 2020



over a 20-year period, the Australian Taxation Office
has claimed additional tax plus interest from the
AWAC joint venture. In accordance with dispute
resolution practices, 50% of the additional tax of
$214m will be paid out of cash flow in the September
quarter. No further payment will be made until final
resolution of the matter. Citi revises 2020/21 earnings
estimates down by -4% to reflect higher Australian
dollar forecasts. Distribution estimates are reduced as
well. Alumina Ltd valuation is reduced. The broker
downgrades to Neutral from Buy and lowers the
target to $1.60 from $1.80. 

EVOLUTION MINING LIMITED (EVN) was
downgraded to Sell from Neutral by Citi B/H/S:
1/3/3 

Citi increases gold estimates, expecting prices will
outperform consensus forecasts. Gold stocks are
expected to grind higher although value is now harder
to find. The broker downgrades Evolution Mining to
Sell from Neutral on a relative basis and considers
the re-rating overdone. Target is raised to $5.60 from
$5.20. 

GOODMAN GROUP (GMG) was downgraded to
Neutral from Buy by Citi B/H/S: 2/4/0 

Citi transfers to another analyst and resumes
coverage of Goodman Group with a downgrade to
Neutral from Buy. Despite a strong growth outlook the
broker assesses the current price is 70% above
historical averages and this limits the upside over the
next 12 months. The pandemic has highlighted the
need for more warehouse/logistics space and this is
expected to drive development activity. Margins
remain at elevated levels. Investment earnings have
lagged in recent years but an improved portfolio and
lower disposal activity going forward should mean
earnings growth increases to around 11% per annum,
the broker assesses. Target is reduced to $16.50
from $18.50. 

NEWCREST MINING LIMITED (NCM) was
downgraded to Neutral from Buy by Citi B/H/S:
2/4/1 

Citi increases gold estimates, expecting prices will
outperform consensus forecasts. Gold stocks are
expected to grind higher although value is now harder

to find. Newcrest Mining is downgraded to Neutral
from Buy because of recent appreciation. According
to Citi, further upside rests with the bellwether stock
getting its historical premium back sooner via visibility
on Red Chris. Target is raised to $37 from $35. 

PEET & COMPANY LIMITED (PPC) was
downgraded to Neutral from Outperform by
Macquarie B/H/S: 0/1/0 

FY20 operating earnings are expected to be in the
range of $14-16m and the company will also
recognise a -$45m provision because of a write-down
of land values related to assets it is looking to divest.
The delay in capital expenditure related to new
projects pushes out the earnings recovery, Macquarie
asserts, and downgrades to Neutral from Outperform.
Target is lowered to $0.95 from $1.04. 

PERSEUS MINING LIMITED (PRU) was
downgraded to Neutral from Buy by Citi B/H/S:
0/3/0 

Citi increases gold estimates, expecting prices will
outperform consensus forecasts. Gold stocks are
expected to grind higher although value is now harder
to find. Citi downgrades Perseus Mining to Neutral
from Buy after a 30% gain in the share price. Targets
is raised to $1.60 from $1.40. 

SARACEN MINERAL HOLDINGS LIMITED (SAR)
was downgraded to Neutral from Buy by Citi, to
Underperform from Neutral by Macquarie and to
Neutral from Buy by UBS B/H/S: 0/4/1 

Citi increases gold estimates, expecting prices will
outperform consensus forecasts. Gold stocks are
expected to grind higher although value is now harder
to find. Citi has downgraded Saracen Mineral
Holdings to Neutral. Target is raised to $6.10 from
$5.30. 

Gold production and sales were short of Macquarie’s
estimates in the June quarter. Yet, growing
confidence in the continuity of operations in respect of
the pandemic impact is observed, given reversion to
the previous operating strategy. Macquarie
downgrades to Underperform from Neutral because
of recent strength in the share price. Target is steady
at $5.40. 
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UBS envisages a number of upcoming positive
catalysts such as an update at Carosue
Dam/Thunderbox and a comprehensive update on
the the Super Pit opportunity. The June quarter
production result has driven a -10% downgrade to
underlying net profit forecasts for FY20 and the
broker also trims production forecasts at the Super Pit
which are now considered too optimistic. UBS notes
Saracen Mineral Holdings is no longer trading at a
material discount to peers and downgrades to Neutral
from Buy. Target is raised to $6.30 from $5.60. 

TREASURY WINE ESTATES LIMITED (TWE) was
downgraded to Neutral from Buy by UBS and to
Lighten from Hold by Ord Minnett B/H/S: 0/6/0 

FY20 earnings (EBITS) guidance of $530-540m is
below expectations and raises several questions for
UBS. These include whether earnings in the
Americas will fully recover. The broker envisages
several areas of risk, given accelerating market share
loss and uncertainty around industry oversupply.
Margins also remain under pressure. With few upside
catalysts for the short term and plenty of uncertainty,
UBS downgrades to Neutral from Buy. Target is
reduced to $11.80 from $14.80. 

FY20 EBITS guidance is well below
Ord Minnett’s forecasts. The broker reduces
estimates by -15% for FY20 and by -26% for FY21.
The broker observes the wine oversupply in the US
has weighed while the recovery in the Americas,
exposed to pandemic restrictions, is likely to be slow,
creating a risk for the first half of FY21. The poor
2020 vintage in Australia also reduces future potential
revenue. Rating is downgraded to Lighten from Hold.
Target is reduced to $10 from $11. 

See upgrade above. 

WISETECH GLOBAL LIMITED (WTC) was
downgraded to Lighten from Hold by Ord
Minnett B/H/S: 1/1/0 

Ord Minnett suspects FY21 consensus estimates are
too high. The broker finds the range of forecasts
surprising for a stock that is leveraged to existing
customer growth and has a higher proportion of
recurring revenue. A recovery in top-line momentum
or margin improvement is not anticipated until FY22

and, hence, the broker suspects the stock is exposed
to a downside correction. Rating is downgraded to
Lighten from Hold and the target raised to $19.60
from $19.00. 

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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