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How would you like to make 30% a year in quality stocks?;
Did your super fund finish in the black?  

Most of us would like to make 30% in a year but it would generally come with such risk. But you can
aim for a big stock market return buying some of the best companies in Australia and this is
the subject of my article today. 

Did your super fund finish in the black last financial year? Hot off the press, Paul Rickard looks at the
latest data on the performance of the big industry super funds in 19/20. He uses this data to pose the
question “are you cutting it as an investment manager?”, and if not, what can you do about it? 
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  Peter Switzer
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How would you like to make 30% a year in
quality stocks?
by Peter Switzer

 
What you’re about to read is a risky play using the
best quality companies and you need to answer the
question: “How would you like to make 30% in a year
buying top quality stocks?” 

And because you have to be a risk manager when
you’re investing away from the safety of bank
deposits, I have to ask: What if you might only make
15% per annum or in the worst-case scenario, only
7.5% a year? Oh yeah, plus franking? 

What’s the stock? 

That’s simple, any ETF for the S&P/ASX 200 — IOZ,
STW or A200. Of course, if you want to go for our top
300 stocks, you can think about VAS. 

So, what’s my thinking? And why am I tipping 30% in
a year as my best-case scenario? The following chart
will help explain it all. 

S&P/ASX 200  

  

Our market peaked at 7162 just before WHO told the
world that we’re in a pandemic. Our stock market
crashed to 4546, which was a 36.5% slump and has
now climbed back to 6033. That’s a 32.7% bounce
back. But when a market falls 36.5%, it needs to
rebound 57.5% to get back to where it was before we
learnt to live with something called the Coronavirus! 

So in round figures, we need to see another 25%
before getting back to our old pre COVID-19 high for
the S&P/ASX 200 Index. 

If this can happen within a year, then 25% plus
dividends and franking gives us a round figure of
30%. 

If it takes two years it’s 15% per annum and if it
takes three years it’s 10%. 

The next question you’d have to ask me is: what’s
the history for market rebounds after a stock market
crash? 

After the GFC, I interviewed one of Australia’s best
data miners in the world — researcher Phil Ruthven,
the founder of the internationally-respected
IBISWorld. 

I asked Phil about how our market has rebounded
after a crash. He said historically in the first year after
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a crash the rebound ranges from 30% to 80%! 

S&P/ASX 200 

 

From the chart above, you can see in the GFC, the
rebound didn’t start until March 2009. But by
November it had shot up 44%. But it took until 2019
to pass the old high reached before the crash in
2008. On that criteria, given we only need 57% to get
back to where we were before the crash, and we’ve
rebounded 30%-80% in the past, then an ASX 200
ETF looks like a fair bet. 

But let’s look at how long it takes, say, the All Ords to
regain its old high. This chart is the All Ords Index —
Real. This means it’s adjusted for inflation. But it
does the job telling us how long we’ve had to wait to
beat a pre-crash high, giving us an idea of how long it
might take for a rebound to appear. 

  

The wait can be long. How about the wait from 1969
to 2004! That’s 35 years! Then there was the 30-year
wait from 1937 to 1967! 

So maybe my call of getting back to 7162 within one
or two years looks very optimistic. But does history
give us a hope in Hades of it happening? 

Have a look at 1929-1933. Back then the wait was
only four years. So, after the worst crash of all time,
the bounce back was faster than most. 

And given what the market has done in recent times,
it was the fastest crash of all time. And the trigger?
A pandemic and global economic closedowns — it
might be valid to argue that we could see the fastest
bounce back of all time. 

By the way, I’m not alone in thinking that a fast crash
leads to a possible fast rebound. 

Percy Allan in his My Market Analysis note over the
weekend said: “Many market commentators are
seeing through the flash economic crash of
March/April to better times ahead. They accept this
recession is the deepest since the 1930s Great
Depression but think it will be the shortest on record,
especially if a vaccine is found.” 

He goes on: “Unlike previous recessions and market
crashes this one was not caused by an interest rate
or oil price spike. On the contrary credit is plentiful
thanks to central bank liquidity creation, corporate
borrowing costs are at record lows and oil prices are
depressed.” 

I agree with Percy and his expert buddies. I think a
vaccine or very effective treatment is crucial to a
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quick bounce back of stocks. In Saturday’s Switzer
Report, I pointed to Goldman Sachs’
virus expert, Salveen Richter, who thinks that the
rapid spread of the virus has led the US government
to fast track the development of a potential vaccine.
He predicts “a vaccine may gain US approval in
2H20.” (CNBC) 

Apart from the US economy’s fate, clearly Donald
Trump’s best bet to win Americans back before the
November election is to be the driver of the arrival of
a miracle vaccine. 

Right now, there are 140 teams searching for the
‘Holy Grail’ vaccine. The one group that got a lot of
attention last week came from Moderna. Fact-checker
outfit theconversation.com came up with this
conclusion on the tests from the company: “The
results are promising. At least they proved the
concept. The results show that when you give this
vaccine, the body makes antibodies. But we don’t
know whether those antibodies will lead to immunity
in the body because all of the results that we have
are observed outside the body [in blood samples].” 

I wrote a couple of weeks ago that there were 10
legitimate reasons for stocks to pullback, especially
with rising infection rates in the USA in particular. But
I did say only promising vaccine news could keep
Wall Street buying. And that would affect stock
markets here and worldwide. 

If we see a vaccine in 2021, then my rebound of the
Index back to 7162 is a good chance. But either way
stocks will rise on good vaccine news and there will
always be a dividend of something around 3%. 

Obviously, there is an argument that you wait for an
overdue sell off, maybe linked to company reporting
or the effects of the US election campaign that will
soon kick off in earnest, and then think about this
play. 

Either way, I like investments when you’re buying
quality at good prices and especially when they pay
dividends along the way. 

My own SWTZ got as low as $1.68 and is now $2.22
after being $2.70 before COVID-19 struck. That was
a 32% jump in four months plus dividends are

tracking for a 3% return. 

It’s nothing flash compared to the likes
of Afterpay but it’s good for what it’s supposed to
do. But with all investments, other than local bank
deposits, it comes with risks linked to the
Coronavirus, what governments do and how markets
respond. 

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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Did your super fund finish in the black?
by Paul Rickard

 
If you are the trustee of a self-managed super fund
(SMSF), you are required to manage the monies in
accordance with your members’ instructions,
whether this is you alone, or with your partner and
family. With this responsibility comes an onus to say
whether you are doing a decent job or not as an
investment manager. 

And even if you have outsourced the investment
functions to an adviser, you are ultimately 
responsible for the investment performance. So, how
can you determine whether you are cutting it as an
investment manager? 

One way is to simply compare the fund’s
performance to the fund’s investment objective(s). If
for example your objective is to deliver a return of
inflation plus 3% over a 10–year period, then if your
fund has been growing at 6% pa over this period,
then give yourself a tick. 

The problem with this method is that your objective
might be unrealistic. Given the level of risk you are
prepared to take, it may be too tough. Conversely,
you might have set the bar too low. 

A more direct method is to compare your fund’s
performance to that being achieved by the major
industry and retail super funds. After all, if you closed
your SMSF, this is where the monies would go. So,
how has the industry performed? 

Super Fund Returns in 2019/20 

Most super funds are going to deliver a negative
return for the 19/20 financial year. Industry research
group Chant West has released their review of the
performance of the major retail and industry super
funds in 2019/20. It says that the median return for a
growth fund, which it defines as a super fund with

61% to 80% invested in growth assets, is -0.5%.
Reflecting the high volatility, it expects the range of
returns to be from -6.0% to +3.0%. 

2019/20 was only the fourth year in the 28 years that
Chant West has been compiling the data that
generated a negative return, a strike rate of 1 in every
7 years. Since 1992 (which was also the start of
compulsory super), growth funds have averaged a
return of 8.0% pa. 

These are the returns for funds in accumulation
phase, which are paying tax at 15% on investment
income and potentially 10% on capital gains. Funds in
pension phase do not pay tax, so their returns should
be a little bit higher. 

Over 3 years, the median return for a fund in
accumulation is 5.3% pa and for 10 years, it is 7.7%
pa. For 15 years, which includes the impact of the
GFC, the return drops to 6.4% pa (see Table 1
below). 

 

Super investment options are typically classified
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according to the percentage of growth style assets
they target. Growth assets are those where a major
part of the return is expected to come from an
appreciation in the price of the asset, and include
shares, international shares, property, private equity,
infrastructure, commodities and collectables. Income
assets are cash, term deposits and interest rate
securities such as bonds, mortgages and hybrid
securities. 

Growth assets will typically deliver higher investment
returns, but with more volatility and a higher
probability of a negative return. Income assets will
typically deliver lower investment returns, but with
lower volatility. 

Table 2 shows the median returns from 1 year to 15
years (net of investment fees and tax) of different
super investment options categorised according to
the percentage of growth assets. As you would
expect, returns for ‘balanced’ and ‘conservative’
options are lower than the returns for ‘growth’ and
‘high growth’ style options. 

  

Tables 3 and 4 show the returns for Australia’s
largest super fund, Australian Super, and its
pre-mixed investment options. Table 3 covers funds
paying tax (accumulation and transition to retirement
or TTR), while Table 4 covers pension funds which
are tax free (Australian Super calls these Choice
Income). 

 

 

How can you compare, and over what timeframe? 

The first step is to categorize your fund (e.g. growth
or conservative, super or pension). Whether you use
a target asset allocation or the actual allocation at 30
June probably doesn’t matter that much, we
are really just after an approximate benchmark. 

Next, determine your fund’s performance for the
financial year. This usually can’t be done until you
have all the tax information and can lodge your
annual SMSF return. This may require the help of
your accountant or administrator. Most SMSF
software packages can calculate investment returns,
so don’t be put off if your accountant tries to give you
the brush on this. And remember that to compare like
with like, we are looking at returns after tax and
investment/administration costs. So, if you are doing
the calculation manually, don’t forget to add back the
franking credit refunds and deduct the administration
costs. 

What time period? Let’s start with the one–year
horizon, but clearly no one gets fired for marginal
underperformance over such a short period. See if
you can extract data for previous years, and compare
the returns over 3 years, 5 years and potentially even
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longer. 

What should you do if your performance falls
short? 

The first task is to understand why you have
underperformed. Two potential scenarios are that
your mix of growth assets is different to the target or
normalised allocation, or secondly, that the individual
assets you have selected have underperformed
compared to the overall asset class. 

Table 5 shows the performance of the major asset
classes over the periods to 30 June 20 (source Chant
West).  

If, for example, your SMSF was underweight
international shares, then you may have
underperformed over the last few years. 2019/20
was really notable for the marked difference in
performance between Australian shares and
international shares. According to Chant West, the
typical industry super fund has about 29% of its
assets invested in international shares, way higher
than the average SMSF. 

If your exposure to income assets was primarily
through cash and shorter duration term deposits,
rather than bonds, your returns may have been a little
underwhelming. Australian bonds did relatively well in
FY20 because long term bond yields continued to fall,
leading to an appreciation in the ‘mark to market’
price of existing bonds. With bond yields now so low,

the return in FY21 is likely to be considerably less. 

Just as the performance of asset classes varies
considerably, so does the performance of securities
or sectors that make up each asset class. While we
all understand this with individual shares, the
performance of different components of the Australian
share market has been quite marked over the last few
years. Table 6 shows the performance of different
components and industry sectors. Returns include
dividends, but not the impact of franking credits. 

Many SMSFs, for example, have major holdings in
the top 20 companies such as the banks, major
retailers, Telstra and miners. Over the last few years,
these stocks in aggregate have underperformed
relative to the broader market. Midcaps have typically
done better, with the Midcap 50 index (which
comprises stocks ranked 51st to 100th by market
capitalization) generating a positive return in FY20. 
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The largest sector, financials, has been a drag on
performance over recent times. Its 5–year
performance of -0.4%pa is materially below the
market’s 6.0% pa. Thanks to a strong performance in
the first half of the decade, it’s only marginally below
the market over 10 years. 

One key takeout is the consistently strong
performance of the healthcare sector (all periods). If
your fund has not had any exposure to healthcare
leaders CSL, Ramsay, Sonic, Cochlear or Resmed,
you may have underperformed. The very small but
growing information technology sector has also been
a strong performer. 

Understanding where your SMSF underperformed or
outperformed is of course just an input into whether
you should make any changes or not. Critically, you
need to consider the outlook for the different assets
classes/components/sectors going forward. That said,
if you are materially underweight or overweight, it
may be time to adjust. 

And if your performance is consistently falling
short? 

If you aren’t cutting it as an investment manager,
then you should probably wind up your SMSF and
transfer your super to an industry fund. Alternatively,
engage an adviser to help you. And if you already
have an adviser and they aren’t cutting it, fire the
adviser. 

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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Four rising stocks under $1
by James Dunn

 
It’s time for another list of four stocks under $1,
which means it’s also time to look at how the last list
from May 2020, performed. 

The May stocks were: 

Atomos (AMS): has moved from 64 cents to
45 cents, –29.7% 

MotorCycle Holdings (MTO): has moved from
82 cents to $1.60, +95.1% 
Resolute Mining (RSG): has moved from 95
cents to $1.155, up 21.6% 
Starpharma (SPL): has moved from 96.5
cents to $1.095, up 13.5% 

With 3 out of 4 stocks well ahead,
and MotorCycle Holdings’ outstanding performance
powering an average gain of 25.1%, I’m in an
optimistic mood over this next group of stocks – once
again from a highly diverse set of businesses, which
shows how fascinating the non-mainstream depths of
the ASX can be. 

1. Straker Translations (STG, 89 cents) 

Market capitalisation: $47 million 

Three-year total return: n/a 

FY21 estimated yield: n/a 

Analysts’ consensus target price: $1.458

(Thomson Reuters) 

New Zealand company Straker Translations provides
translation services to customers in the Asia-Pacific
region, Europe, the Middle East, Africa, and North
America. The company’s services are built around its
proprietary cloud-based artificial intelligence
(AI)-powered RAY translation platform, which uses a
combination of machine learning-based automated
translation and a crowd-sourced pool of about 13,000
freelance translators around the world. 

With this combination RAY is built to enable
advanced hybrid human and machine translations:
Straker’s model involves automating big volumes of
translations while still using what it calls a “human
overlay” – for example, a complex or specialist topic
such as an aeronautical engineering manual will
require an expert human to refine the translation. The
platform is backed by about 13,000 freelance
translators. 

Straker enables the translation of documents,
technical manuals, websites and e-commerce
platforms for both large and small businesses across
a range of industries. It also has a growing media
business working on movies and TV. 

The RAY platform provides STG with a unique
competitive advantage in the US$50 billion – but
hugely fragmented – global translation market. The
company’s plan is to leverage its scalable platform
and position firstly through the enterprise (large
business) market. It has been focusing its growth plan
on this sector and currently supports 56 enterprise
customers and 2,650 business customers, including
some of the world’s leading companies and brands. 

Straker is currently a loss-maker. For the year
ended 31 March, Straker grew revenue by 13% to
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NZ$27.7 million but reported a net loss of NZ$2.5
million. Analysts don’t expect it to turn a profit until
FY22. However, good signs in FY20 were that 86% of
its revenue was recurring – Straker’s customers
prove very sticky once they’re onboard. Also,
revenue in the media market grew by 55%. Straker
has identified the combined theatrical and home
entertainment markets worldwide as a US$97 billion
market that will be a big source of growth. 

Straker floated on the ASX in October 2018 at $1.51
a share and reached a peak of $2.10 in July 2019,
but slid all the way to as low as 63 cents in the
COVID Crash. Since then it has recovered to 89
cents – given the progress the company is making in
big global markets, that still represents a huge
bargain compared to what was asked in the float. 

2. Mader Group (MAD, 80 cents) 

Market capitalisation: $160 million 

Three-year total return: n/a 

FY21 estimated yield: n/a 

Analysts’ consensus target price: $1.18
(Thomson Reuters) 

Mader Group is a great Australian business story.
The company was founded by former WesTrac diesel
mechanic Luke Mader in the Kimberley region of
Western Australia in 2005, when he was working on
some of the huge pieces of mobile equipment –
trucks and excavators – used in the mining industry.
From that beginning Mader has built a global
business servicing and maintaining heavy mobile
equipment in the mining and civil engineering
industries, carrying out maintenance on mining
equipment and fixed plant and railways and rolling
stock, in Australia, Africa, Asia and the Americas, for
a range of top-tier clients, including BHP, Rio Tinto,

Fortescue, Barrick and Newmont. 

Mader is now a leading global provider of
tradespeople for the maintenance of mobile mining
equipment. Its appetite for expansion is shown by the
fact that in its first year of operating in the US, Mader
began servicing 30 US mine-sites. 

The company has taken a hit from COVID – in April it
closed its International (non-USA) division,
withdrawing its expatriate workforce from operations
in Africa and Asia. Subsequently it revised its net
profit guidance for FY20 down from an expected
$19.3 million to a range of $17.5 million–$18 million,
saying it would restart those operations as soon as it
is safe and practical to do so. But given that the
international division accounts for just 6.5% of
revenue, the company’s swelling work book in
Australia – including recent contract extensions with
BHP Iron Ore, BHP Olympic Dam, Nickel West and
Fortescue Metals Group. Third-quarter revenue
growth of 31% – to $72 million – flowed through to a
full-year revenue guidance forecast of $270
million–$275 million – not far short of the $279.1
million forecast in the IPO prospectus. 

Mader is in a sweet spot at the moment, with several
underlying trends going in the right direction for it: 

Ongoing expected production growth in the
company’s main commodity areas – gold,
iron ore, coking (steelmaking) coal and
thermal (electricity) coal; 

Increasing forecast spending on the
maintenance of mining equipment – there is a
growing industry trend for equipment to be
used longer before replacement; and 
The ageing of mining equipment that was
bought during the period of peak capital
investment in the industry, in 2011 and 2012. 

Mader Group was floated in September 2019 at $1 a
share, edging its way to $1.12 before the
COVID-crash, which plunged the stock as low as 65
cents. Like Straker, investors now have the chance to
buy a stronger company at less than the IPO price.
There is strong ownership alignment with investors’
interests – Luke Mader and his wife Amy retain about
58% of the company. 
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Mader is a dividend-paying stock – it paid 1.5 cents,
fully franked, for the first half of FY20, and broker Bell
Potter predicts a total of 3.3 cents for FY20, which at
80 cents implies a fully franked yield of 4.12%, or
5.9% grossed-up. 

3. Shaver Shop (SSG, 66 cents) 

Market capitalisation: $83 million 

Three-year total return: 10.2% a year 

FY21 estimated yield: 7.7%, 80% franked
(grossed-up, 10.4%) 

Analysts’ consensus valuation: 91 cents
(Thomson Reuters) 

Personal grooming retailer Shaver Shop initially was
hammered by the COVID pandemic. The company is
built around a physical store-plus-online strategy, with
122 stores across Australia and New Zealand, and
prior to COVID that was delivering total sales growth
of 12.3% in the first half of FY20, with like-for-like
sales up 9.3%, driven by 61% growth in online sales
to $20.3 million, or 18.9% of sales. 

Shaver Shop temporarily closed 11 of its Australian
stores in late March and closed all seven NZ stores in
accordance with government directives. On March 24
also withdrew its FY20 earnings guidance – for
earnings before interest, tax, depreciation and
amortisation (EBITDA) of $14.25 million– $15.75
million, compared to $13.5 million in FY19 – and took
back its already announced interim dividend of 2.1
cents a share, 80% franked, given what it said was
“the need to preserve cash over this period.” 

With SSG shares already sliding like other retailers –
down from 79 cents before the Crash – reneging on
the dividend was the last thing that shareholders
wanted to see. It caused a further 23% deterioration

in the share price, to 23 cents. 

But SSG has rebounded spectacularly, with online
sales more than quadrupling in the first six weeks of
the June quarter, driving a 32% increase in total
sales; and the strong trend continued well into June,
with total sales for the second half (as at 14 June) up
22.3%, with online sales up 164%. That enabled the
company to reinstate the dividend – actually, it
announced a special dividend equivalent to the
dividend previously announced and cancelled, being
2.1 cents per share, 80% franked, and said it also
expected to pay a second-half dividend. 

With the company in a net cash position, Shaver
Shop is travelling fairly well – and analysts see further
scope for price recovery. 

4. Palla Pharma (PAL, 87.5 cents) 

Market capitalisation: $110 million 

FY20 (December) estimated yield: n/a 

Analysts’ consensus valuation: $1.215 (Thomson
Reuters) 

I nominated Palla Pharma as a potential “export
star” back in January – at $1.04 – and given the
share price has come back under $1, PAL is a natural
fit for a group of sub-$1 stocks. 

Palla Pharma is a unique business.
A fully-integrated supplier of opiate-based pain relief
medicines, from harvesting the poppy straw in the
paddock in Tasmania, to manufacturing the
medicines. It is one of three licensed poppy
processors in Australia – the only Australian-owned
company of the three – and one of only six licensed
opiate producers globally. Palla exports some of its
production to itself: it has production facilities in
Melbourne and Norway. 
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Palla either supplies Narcotic Raw Material (NRM) –
the source of morphine, codeine, thebaine
and oripavine – to external customers, or takes the
NRM and manufactures opiate-based Active
Pharmaceutical Ingredient (API), and converts it to
Finished Dosage Formulation (FDF) stage through: 

Marketing Authorisations (MAs), direct to
wholesale distributors 
Contract manufacturing (CMO) of tablets 
Sales to external customers 

The basis of the business is being the world’s
lowest-cost producer of NRM, which is the
highest-cost input for API and Finished Dosage
Formulation (FDF) products. The process value-adds
along the way, but Palla Pharma captures the most
value if the API goes supplying FDF products into its
own MAs. Similar to New Drug Applications in the
US, MDAs allow a European company to market its
medicinal products across European Union member
states. That is the direction of the
company’s strategy. The manufacturing facility in
Norway manufacturing facility is being assessed for
approval to produce drugs covered by the company’s
MAs. Palla currently has seven of its own MAs. To
support the application, Palla Pharma has begun
producing co-codamol caplets, a stronger type of
painkiller, at the plant. 

Last week, Palla signed an $8 million contract
extension to supply a total of 270 million codeine
phosphate tablets across 2020 and 2021 to a major
UK-based multinational customer, for sale in the UK
market. The contract extension equates to a minimum
of eight tonnes of codeine phosphate equivalent and
represents about four months of PAL’s annual FDF
packaging capacity. 

This contract extension, coupled with PAL’s
validation of its own MAs later in 2020, will see Palla
fully utilising its main packaging line capability in
2021, with a targeted supply of 24 tonnes of codeine
phosphate in tableted form. By the end of 2021, PAL
plans to invest $4 million to expand its packaging
capacity to more than 70 tonnes of codeine
phosphate. 

The tailwind behind Palla Pharma is the huge unmet
demand for pain relief products in developing

countries, with 92% of global supply consumed by
just 15% of the global population. Palla believes that
strong population growth demographics in developing
countries with lack of access to pain medication
will open up new markets, and underwrite growth in
its markets. 

As a producer of narcotic products, Palla Pharma
knows very well that the opioid addiction crisis in the
United States is a blight on the industry – although it
has never supplied into the US. In fact, it makes
naloxone, an opiate-derived antidote that can
temporarily reverse opioid overdose, and is thus a big
opportunity. The company aims to get first samples
into the US market by 2021. 

On Thomson Reuters’ collation of forecasts, analysts
expect PAL to break through to profitability this year
(Palla uses the calendar year as its financial year)
with earnings per share (EPS) of 1.5 cents in 2020,
spiking to 6 cents in 2021 – however, dividends are
not expected over that period. With the tip back below
$1 on the back of the COVID–Crash, this looks like
another case of good-value buying in a unique and
world-class business that is moving to capture all the
value it can from its integrated supply chain, of an
essential product. 

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

 
Stockbroking analysts’ company ratings on individual
ASX-listed stocks are revealing a clear bias toward
upgrades. This is also reflected in a positive target
price trend. 

For the week ending Friday 17 July 2020, FNArena
registered 10 upgrades and 6 downgrades for
individual stocks. 9 of the 10 upgrades moved to a
Buy rating and only 1 of the 6 downgrades moved to
a Sell. 

While only one broker was responsible for 3 ratings
changes in the REIT sector (2 positive, 1 negative), it
may be indicative of a wider uncertainty regarding
unknown pandemic effects for the sector. 

Alumina Ltd was the standout, receiving two
upgrades to a Buy, after JV partner Alcoa reported
above-forecast production results in the June
quarter. 

Only Zip Co was downgraded to a Sell, based partly
on conservatism about the recent share price rally
and partly on a rise in bad debts. 

The weak metallurgical coal outlook impacted
negatively on earnings forecasts for Coronado Global
Resources. 

All three brokers commenting on Senex Energy were
very positive on future prospects and upgraded
earnings forecasts markedly. Coming in second for
earnings upgrades was QBE Insurance Group, with
raised expectations for premium rates. 

Total Buy ratings for the seven brokers monitored
daily remains high at 49.25% of total ratings, versus
40.39% on Neutral/Hold, and 10.36% in Sell ratings. 

In the good books 

ALUMINA LIMITED (AWC) was upgraded to
Outperform from Neutral by Credit Suisse and to
Accumulate from Hold by Ord Minnett B/H/S:
4/1/1 

Credit Suisse upgrades to Outperform from Neutral
believing the positive indicators are exceeding the
negatives. Assets are performing and unit costs are
down in the June quarter. Commentary signalling the
aluminium sector is turning the corner in Europe and
North America suggests the rise in inventory outside
of China may start to slow. That said, the broker
acknowledges the global outlook is uncertain and
volatility is still expected. Target is raised to $2.00
from $1.65. 

AWAC JV partner Alcoa has reported
better-than-expected production results from the June
quarter. Ord Minnett lifts the valuation for Alumina Ltd
as a result. Better operating results in the next 1-2
years should support a higher dividend as well, in the
broker’s view. The stock presents value now and the
rating is upgraded to Accumulate from Hold. Target is
raised to $2.10 from $1.80. 
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NATIONAL STORAGE REIT (NSR) was upgraded
to Accumulate from Hold by Ord Minnett B/H/S:
1/2/1 

Ord Minnett assesses the short-term impact on
operations from the pandemic has been relatively
contained with only a -3-4% decline in occupancy.
The broker believes National Storage could unlock
value in the medium term by stabilising its occupancy
at 85%. Furthermore, self-storage should remain a
preferred property sector and, given the fragmented
nature of the asset class, it remains possible bids
could re-emerge from those looking to establish scale
in Australia. Rating is upgraded to Accumulate from
Hold and the target lifted to $2.05 from $1.60. 

OCEANAGOLD CORPORATION (OGC) was
upgraded to Accumulate from Hold by Ord
Minnett B/H/S: 2/2/0 

Ord Minnett has remodelled the economic and
production assessment of Waihi. A higher peak
production rate, longer mine life and increased
resources from Martha and Gladstone open pits are
envisaged. This leads to an upgrade to Accumulate
from Hold and the target raised to $4.20 from $3.60. 

PERPETUAL LIMITED (PPT) was upgraded to
Neutral from Sell by Citi B/H/S: 1/6/0 

Perpetual has released a business update for Q420,
which has led Citi to upgrade to Neutral from Sell.
The broker believes there are increasing signs of a
turnaround, with 4Q net outflows moderating and
investment performance for most key strategies
improving. Strong growth in FuA in Corporate Trust is
encouraging, but much of this is likely to be a one-off
event. Cost growth for FY20 and potentially 1H21 will
likely be suppressed. This may be temporary as
reduced discretionary spend and salary cuts for
executives may reverse over time, according to the
broker. Rating is increased to Neutral from Sell. The
price target increased to $32.00 from $26.10. 

QUBE HOLDINGS LIMITED (QUB) was upgraded
to Accumulate from Hold by Ord Minnett B/H/S:
2/3/1 

The company has exchanged contracts for the sale of
the Minto properties to entities associated with

Charter Hall (CHC) for $207m. Ord Minnett assesses
the sale is neutral to valuation. However, the addition
to the balance sheet is advantageous, given the
uncertainty over logistics volumes for FY21.
Recycling capital from a mature property is a positive
signal from a company that has deployed substantial
expenditure on new projects. Ord Minnett upgrades to
Accumulate from Hold and raises the target to $3.09
from $2.95. 

WAYPOINT REIT (WPR) was upgraded to Buy
from Hold by Ord Minnett B/H/S: 2/0/1 

Ord Minnett believes long WALE A-REITs are a way
to play the current environment, given stable earnings
and distribution spreads. Waypoint is the preferred
stock as it offers an attractive distribution yield with
limited earnings risk. With the dividend earnings
uncertainty surrounding traditional shopping centre
landlords, service stations have become a preferred
retail asset class. Rating is upgraded to Buy from
Hold and the target is raised to $2.95 from $2.80. 

In the not-so-good books 

CHARTER HALL LONG WALE REIT (CLW) was
downgraded to Accumulate from Buy by Ord
Minnett B/H/S: 3/1/0 

Ord Minnett believes long WALE A-REITs are a way
to play the current environment, given stable earnings
and distribution spreads. Yet, Charter Hall Long
WALE displays some earnings risk and has less
valuation upside compared to others in the segment,
according to the broker. Hence, rating is downgraded
to Accumulate from Buy. Target is reduced to $4.48
from $5.80. 

 

ORIGIN ENERGY LIMITED (ORG) was
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downgraded to Hold from Add by Morgans B/H/S:
4/3/0 

Morgans believes Origin Energy has medium-term
potential but a recovery will be some time away. The
downside risks in the meantime outweigh the
longer-term potential. Rating is therefore downgraded
to Hold from Add. The company has announced a
-$1.2bn post-tax write-down of its LNG business.
Guidance for energy markets operating earnings has
been reiterated at $1.4-1.5bn. Target is reduced to
$5.95 from $6.43. 

SOUTHERN CROSS MEDIA GROUP (SXL) was
downgraded to Neutral from Outperform by
Macquarie B/H/S: 1/1/0 

Macquarie downgrades to Neutral from Outperform.
The revenue environment is uncertain and the stock
is trading near the target price. While the business
has controlled costs and will benefit
from JobKeeper payments, further weakness in
advertising markets is expected to prevail for the near
term. Target is unchanged at $0.18. 

WOODSIDE PETROLEUM LIMITED (WPL) was
downgraded to Neutral from Buy by Citi B/H/S:
4/3/0 

Citi has downgraded Woodside Petroleum to Neutral
from Buy. Impairment disclosures have led the broker
to downgrade and the analysts fail to see a near-term
catalyst, other than a possible reduction in
bottlenecks at Scarborough. Citi believes the market
does not fully appreciate that Pluto LNG no longer
enjoys its S-Shape inflection point at $60 oil. As a
result, third quarter results may disappoint. The rating
is decreased to Neutral from Buy. Target is reduced
to $22.33 from $26.08. 

ZIP CO LIMITED (Z1P) was downgraded to Sell
from Neutral by UBS B/H/S: 2/0/1 

The trading update looked strong, with total
transaction volumes increasing by 62%. Second half
revenue grew 88%. However, highlight the analysts,
net bad debts increased to 2.24% at the end of the
June quarter. UBS now believes the risk/reward is
unfavourable following the recent rally in the share
price and downgrades to Sell from Neutral. Target is

raised to $5.70 from $5.60. The broker notes several
short-term risks including uncertainty over the
duration of the pandemic, growth in credit risk and the
integration risk for Quadpay. 

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
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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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