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One gold stock that’s glittering; Will CBA, ANZ, Westpac and
Telstra pay dividends this reporting season? 

Tony Featherstone thinks it’s best to stand aside for now and wait for an inevitable share market
pullback before loading up on gold equities, but here’s one gold stock he finds appealing. 

It’s reporting season and the results of company earnings will decide whether the shares you’re
invested in will pay dividends this year or not. In his article today, Paul Rickard explores which
companies will pay dividends.  

    Sincerely,

 
  Peter Switzer
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A gold stock I find appealing
by Tony Featherstone

 
I have met many gold bulls in the past 30 years while
writing about the share market. They passionately
argued that gold would soar as fiat currencies
collapsed. 

In fact, when I edited the old Shares in the late ‘90s
and early 2000s, few magazine covers sold better
than “10 hot gold stocks under $1”! The metal is a
magnet for speculators. 

Gold bulls are in full voice today. Coronavirus
uncertainty drove gold to a record US$1,964 an
ounce this week. The precious metal is up about 30%
this calendar year (in US-dollar terms). 

Predictably, the rally has prompted talk that gold is
heading higher. Much higher if COVID-19 is not
contained and US bond yields and the Greenback
keep falling. 

From a technical analysis (charting) perspective,
US-dollar gold has broken through key resistance
around US$1,900 (set in 2011). If the price
convincingly holds above that level, the gold rally
could have further legs in the second half of 2020. 

Fundamentally, gold has several tailwinds. An
acceleration in global Coronavirus cases is fuelling
economic uncertainty. That is good for gold, a
traditional “safe haven” in volatility. 

The yield on the 10-year US Treasury Inflation
Protected Securities (TIPS) is falling. Historically, gold
rises as the TIPS yield falls, and vice versa. Gold is a
hedge against a weakening economy. 

An easing US dollar is another support. As a rule,
when the US dollar falls relative to other currencies,
gold tends to rise because it becomes cheaper to buy
in other currencies. 

The US Dollar Index tumbled in the past two months,
amid COVID-19 fears, escalating US/China trade
tensions and soaring US public debt. These fears
pushed the index to almost its biggest monthly
decline since April 201. 

Also, the opportunity cost of owning gold is relatively
lower given record-low interest rates. Unlike shares or
property, gold bullion does not have an income
stream. With rates so low, and dividends falling, that
is less of an issue for gold investors right now. 

So much, for gold, depends on COVID-19. If the virus
takes longer than expected to contain, and US health
and economic outcomes deteriorate even further, the
Greenback could become a “punching bag” rather
than the world’s traditional “flight-to-safety” reserve
currency. 

These are tectonic macro shifts. At a micro level,
there is much to like about gold, principally improving
efficiencies and discipline among Australian gold
producers. That sector has rarely been in better
shape from an efficiency, management and financial
perspective. 

Although gold has solid medium-term prospects, I am
wary of chasing the precious metal higher from here
and getting burned if its price momentum overshoots. 

I have read much gold analysis this week and almost
every commentary argues the metal is heading
higher. That is cause for concern. Worse, we have
rallying risk assets (equities) as well as a rallying
defensive asset (gold). Something has to give. 

My bet is gold will be the same or a little lower in a
year’s time as the market focuses on production of
a COVID-19 vaccine and the prospect of a
rebounding global economy. Granted, that is a big
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call with much uncertainty. But it will not take much
for traders to rush for the exits after gold’s
spectacular recent gains. 

Gold consolidation likely 

Gold has almost reached my price target. For
background, a reader asked for my view on the metal,
and specifically on Northern Star Resources (NST)
(which I like), at a Switzer Report webinar on July 2.
Gold was about US$1,800 then. 

I argued that risks to gold were on the upside and that
it could reach US$2,000 an ounce this year if the US
dollar fell during the November US Presidential
elections. 

The direction was correct but my timing was too
conservative. Gold rallied faster than expected,
bursting through US$1900 within weeks. It has run
too far, too fast. 

Also concerning is an Australian share market that
looks modestly overvalued after second-quarter gains
and is not adequately reflecting COVID-19 realities.
This column two weeks ago outlined the case to take
some profits during the rally and trim Australian
equities exposure. 

Buying Australian gold equities today poses a double
threat; a gold price that will come back after soaring
recent gains and an overvalued share market. Best to
stand aside for now and wait for an
inevitable share market pullback before loading up on
gold equities. 

Of course, speculators who latched on to gold’s rally
could let their profits run further. Experienced traders
know the “trend is their friend” and the gold trend is
powerful. 

But portfolio investors who bought into the gold rally
this year, and have enjoyed strong gains, should start
taking some profits. That does not mean deserting
the gold sector entirely. Rather, prudently reducing
exposure with gold at a record high, adding to cash
and rotating to better-value sectors. 

Then, looking to buy back into gold in the next few
months when the rally cools. 

Portfolio investors should always have some gold
exposure (0-5 per cent for most), preferably through
an Exchange Traded Fund (ETF) over gold bullion. A
gold ETF eliminates market and company risk and a
hedged version removes currency risk, providing pure
bullion exposure. 

Chart 1: US-dollar gold price 

 

Silver 

Silver has done even better than gold this year. The
white metal has more than doubled to US$25.55 an
ounce since the March 2020 low. 

Like gold, silver looks overbought for now, particularly
with the global economy in recession (silver is also
used for industrial purposes). 

The gold-to-silver ratio – the amount of silver it takes
to buy an ounce of gold – hit 114 in early April. That
was the time to buy silver. The ratio has fallen to 77
as silver has rallied. 

That ratio mostly hovered between 70 and 80 over
2014-18. With silver attracting much more attention
as gold breaks records, the ratio will ease further. 

Chart 2: Gold-to-silver ratio 
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Source: Macrotrends 

ALS (ALQ) 

Although I am wary on gold and silver at current
levels, and buying large-cap gold equities, some
service providers to the gold sector appeal. One is
laboratory provider ALS. 

A record gold price will encourage more exploration
and production in the sector in the next two years,
boosting demand for laboratory services that analyse
mineral samples. 

I wrote favourably on ALS for this report in June 2019
at $7.24 a share. It almost hit $10 within eight months
of that report. But like most stocks, ALS plunged
during March, reaching $4.72. 

ALS has since rallied to $7.94. The stock is a long
way from previous highs, even though a booming
gold sector – and a generally strong resource sector
– should boost it. 

ALS provides testing services for global mining
companies in geochemistry, metallurgy, mine-site
service and inspection. A gold explorer, for example,
might use ALS to test exploration samples. Coal and
gas explorers test samples through ALS’s energy
division. 

In lifesciences, ALS laboratories test environmental,
food and pharmaceutical, electronics and animal
health services. In industrial services, ALS provides
laboratory work across industry. 

ALS’ minerals division still provides almost a third of
revenue and geochemistry is its biggest contributor.
Gold accounts for almost half of ALS’ geochemistry
sample mix. 

There is a great chart on ALS’s May 27 Investor
Presentation (accompanying its FY20 result, on page
22). It shows how a rising US gold price is a
leading indictor for global exploration spending and
average geochemistry sample flow at ALS. 

Sample flow trended lower in 2019 and early 2020. If
the usual pattern remains intact, sample flow should
start moving higher as the gold price rises (there is a
lag between the two). 

Lower sample flow in the first half of FY21 is likely as
COVID-19 reduces exploration and production
volumes from junior miners. Or shuts down some
mines in developing nations. 

A higher gold move should underpin higher
exploration activity in the second half of FY21 and a
recovery in geochemistry sample volumes for ALS. 

Outside of technology, mining has the best prospects
of all sectors in the next 12-24 months. The sector is
relatively less affected (operationally, at least) by
COVID-19. And a record gold price and rising gold
share prices will surely have miners raising capital to
explore or expand. 

ALS’s large exposure to the lifescience sector (51%
of FY20) is another attraction. COVID-19 will surely
increase long-term demand for testing services for
surfaces, foods and other products. 

Rising regulation and complexity in lifescience testing
after COVID-19 is another long-term positive, given
ALS’s scale and global position in laboratory
samples. 

The market is, understandably, more interested in
gold miners as the metal soars. However, buying
high-quality companies that “sell the picks and
shovels” (or, in this case, laboratory samples) has
worked well before and is a lower-risk strategy in
boom markets. 

ALS popped 5.6% on the day this column was written
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(July 29), suggesting the market is re-rating the
company’s prospects in a booming gold sector. 

Chart 3: ALS 

 

Source: ASX 

Tony Featherstone is a former managing editor
of BRW, Shares and Personal Investor magazines.
The information in this article should not be
considered personal advice. It has been prepared
without considering your objectives, financial situation
or needs. Before acting on information in this article
consider its appropriateness and accuracy regarding
your objectives, financial situation and needs. Do
further research of your own and/or seek personal
financial advice from a licensed adviser before
making any financial or investment decisions based
on this article. All prices and analysis at July 29,
2020. 
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Will CBA, ANZ, Westpac and Telstra pay
dividends this reporting season?
by Paul Rickard

 
APRA’s announcement on Wednesday that banks
should take a “measured approach to capital
distributions” clears the way for Commonwealth
Bank, ANZ and Westpac to pay a dividend this
company reporting season. This is the time when
companies report their half year or full year profits,
announce any dividend payment, and provide an
update on current trading conditions. 

The sudden and deep impact of COVID-19 on
economic activity has meant that there has never
been a company reporting season shrouded in so
much uncertainty. Over the last few months,
companies have abandoned earnings guidance,
raised capital, strengthened balance sheets, cut
discretionary costs and foregone revenue in response
to the pandemic. In some cases it was a matter of
survival, for others it was to support their customers.
For the stockbroker analysts however, it has made
the forecasting of profit outcomes exceedingly
difficult. 

One of the biggest uncertainties has been around
dividend payments. 

The bank and insurance regulator APRA dropped a
bombshell on the market in April when it ordered
financial institution Boards to “seriously consider
deferring decisions on dividends”. This led to ANZ,
BOQ and Westpac immediately deferring their half
year dividends, while NAB slashed its interim
dividend from an expected 80c to just 30c per share.
Macquarie cut its interim dividend in May, and last
week, insurance giant IAG announced that it would
not pay a final dividend. 

Commonwealth Bank, which reports on Wednesday
12 August, is next cab off the rank. APRA has
confirmed that banks in 2020 can now pay up to 50%
of earnings as dividends, provided regular stress

testing is conducted to guide decision making.
Typically, CBA has targeted a payout ratio of between
70% and 80% of earnings, although the payout ratio
topped 88% in FY19 and for the first half of FY20 was
79%. Based on an expected full year profit of $7.75bn
(second half $3.0bn), shareholders can now expect a
final dividend of around 80c per share. 

ANZ is set to deliver a third quarter trading update on
19 August and has committed to advising the market
on the status of its deferred dividend. Assuming that
there hasn’t been a marked deterioration in its loan
book, shareholders could expect a dividend of around
30c to 40c per share. The Westpac Board has only
committed to “review dividend options over the
course of the year” (no firm date) and has scheduled
its third quarter trading update for 18 August. Given
that its fine for money laundering breaches hasn’t yet
been agreed (it has provisioned for $900m,
apparently AUSTRAC is asking for up to $1.5bn) it
may be somewhat more reluctant to dispense the
goodies back to shareholders. 

Outside banks, there will be keen interest in the
Telstra dividend. Currently 8c per share, it comprises
two components – a special dividend (first half 3c)
representing the receipt of ‘one-off’ NBN payments
as traditional telephone services are switched off, and
an ordinary dividend (first half 5c). The latter
represented a payout ratio of 83% of underlying
earnings in the first half. 

While Telstra’s earnings have taken a hit with the
pandemic, particularly with small business customers
where Telstra has been proactive in providing
support, most analysts expect that Telstra will just
manage to maintain the dividend at 8c. Into FY21 as
the NBN payment starts to reduce, dividend
maintenance will require Telstra to grow profitability. 
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Industrial companies will in the main be cautious, with
those that raised capital during the pandemic
shedding any thoughts of paying a dividend. This also
applies to companies that saw their turnover crumble,
including those involved in travel, transport, specialty
retailing, gambling and education. Property trusts,
particularly in the retail and the commercial office
sector, will be under pressure to cut distributions as
commercial rents fall and building valuations are
slashed. 

One bright spot will be the supermarket chains and
homewares/electronic retailers. Dividends will at least
be maintained for Woolworths, Coles, Wesfarmers,
JB Hi-Fi and Harvey Norman, and in some cases
such as JB Hi-Fi, are likely to see a modest increase. 

Another high spot will be the dividends from our major
miners: BHP, Rio and Fortescue. 

Owing to the problems, competitor Vale is having in
Brazil, they are raking in the dollars as the price of
iron ore surges. Rio set the tone yesterday,
announcing an interim dividend of 155 US cents per
share, up 3% on FY19. Due to the recent rise in the
Australian dollar, this will translate to a small
decrease for Australian shareholders from A$2.19 to
A$2.17 per share. 

And while the old adage “never buy a resources
company for dividends” still rings true, shareholders
will be welcoming the good tidings from the major
miners. Their largesse will offset what is otherwise
shaping up to be a pretty gloomy season for investors
depending on share dividends. The only saving grace
is that with APRA’s decision, it is not as bad as it
was looking a couple of days’ back. 

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

 
In the good books 

CORPORATE TRAVEL MANAGEMENT (CTD) was
upgraded to Buy from Accumulate by Ord
Minnett 

Despite plenty of headwinds, Ord Minnett thinks there
is nothing wrong with Corporate Travel
Management’s business model. This is partly
because the broker expects a number of competitors
are unlikely to survive or at least be seriously
wounded from the crisis. The company has an
estimated 33-100 months of liquidity due to its $200m
undrawn debt facility. The broker expects positive
catalysts in the next 12 months. Ord Minnett
upgrades its rating to Buy from Accumulate with the
target price increasing to $12.97 from $10.59. 

NUFARM (NUF) was upgraded to Buy from
Neutral by UBS 

Nufarm is trading at a discount to global peers driven
by a deterioration in sentiment around its European
division. UBS feels this division may be at an
earnings trough with cyclical factors beginning to
reverse. The stock has already priced in the broker’s
downside earnings scenario, notes the broker.
European operating income margin is expected to be
restored to 23% by FY22. UBS upgrades its rating to
Buy from Neutral with a target price of $5.19. 

CSR (CSR) was upgraded to Buy from Neutral by
Citi 

Citi believes the housing cycle is turning in
Australasia which will weigh on demand for building
products. CSR has lagged peers despite its more
variable cost structure, which makes the stock the
best placed to manage the downturn. There is also
unrealised value in the large property portfolio, Citi

points out. Rating is upgraded to Buy from Neutral
and the target raised to $4.30 from $3.95. 

In the not-so-good books 

AGL ENERGY (AGL) was downgraded to
Underweight from Equal-weight by Morgan
Stanley 

Morgan Stanley notes wholesale energy prices have
fallen but it looks like the markets have not priced in
the fall being passed onto consumers. Retail prices
are expected to fall and many of the larger players
will likely be pricing at the cheapest available price.
AGL Energy’s appeal could decrease led by
structural challenges. The broker sees downside risk
due to lower electricity prices, legacy gas contract
re-pricing, smelter re-contracting and retail
competition. Morgan Stanley downgrades its rating to
Underweight from Equal-weight rating with the target
price decreasing to 15.68 from $18.68. Industry view:
Cautious. 

BORAL (BLD) was downgraded to Neutral from
Buy by Citi 

While the outcome of the strategic review could
streamline the business and drive a re-rating, Citi
believes this is balanced by the risk of a re-basing
and potential capital raising. Meanwhile, the earnings
outlook is challenged because of the shifting nature of
infrastructure projects and the headwinds to housing.
Rating is downgraded to Neutral from Buy/High Risk
and the target is raised to $4.22 from $3.00. 

BUBS AUSTRALIA (BUB) was downgraded to
Neutral from Buy by Citi 

While infant formula sales grew 20% in the June
quarter there was a -19% slowdown relative to the
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prior quarter. This was not unexpected and Citi
continues to believe Bubs Australia has a promising
future. Nevertheless, the rating is downgraded to
Neutral/High Risk from Buy/High Risk as the
value/sales ratio does not adequately reflect the risk
that the slowdown could persist into the first quarter
of FY21 and delay profitability. Citi reduces FY20 net
sales estimates to $58m and cuts estimates for FY21
and FY22 by -7% and -10%, respectively. Target is
reduced to $1.00 from $1.10. 

CLEANAWAY WASTE MANAGEMENT (CWY) was
downgraded to Hold from Add by Morgans 

Cleanaway Waste Management is due to release
FY20 results on August 26. Morgans makes some
minor adjustments to forecasts and downgrades the
recommendation to a Hold from Add largely due to
recent share price strength. The target price is
increased to $2.14 from $2.12. 

GOLD ROAD RESOURCES (GOR) was
downgraded to Underperform from Neutral by
Macquarie 

The June quarter was broadly in line with
Macquarie’s estimates and the processing plant
continues to perform above nameplate. The broker
also notes production guidance for 2020 has been
maintained while costs are higher. Still, Gold Road is
now debt free. After a strong run up in the share
price, the broker downgrades to Underperform from
Neutral. Target is lifted 6% to $1.80. 

GUD HOLDINGS (GUD) was downgraded to
Neutral from Buy by Citi 

Citi finds a lot to like about the stock including a
resilient automotive business and strong cash
conversion. FY20 net profit was broadly in line with
estimates. Still, with the share price increasing 39%
since March the broker considers the FY22 PE of 17x
reasonable and downgrades to Neutral from Buy. The
double-digit growth in automotive business seen in
July is not considered sustainable and the broker
expects it will soften to 5% over the first half. Target is
reduced to $12.75 from $12.85. 

HEALIUS (HLS) was downgraded to Neutral from
Buy by Citi 

Healius expects underlying net profit in FY20 of
$54-56m. Citi awaits the results on August 21 for
clarification, finding it impossible to reconcile margins
to its forecasts. The company is guiding to higher
FY21 earnings (EBIT) with pathology expected to
grow significantly as coronavirus testing remains
elevated. Still, in terms of day hospitals comparisons
are considered impossible without revenue disclosure
and Citi downgrades to Neutral from Buy, lowering
the target to $3.35 and $3.55. 

REECE (REH) was downgraded to Sell from
Neutral by Citi 

Citi downgrades to Sell from Neutral, expecting lower
earnings growth over the next two years. The
operating performance early in the pandemic is
unlikely to be severely affected but the broker expects
sales will slow later in FY21 as the pandemic has
spread across the US. The Australian alterations and
additions market is also forecast to slow materially in
the December quarter, reflecting weaker activity and
lower house prices. The target is reduced to $8.55
from $8.85. 

REGIS RESOURCES (RRL) was downgraded to
Neutral from Outperform by Credit Suisse 

June quarter production was affected by a two-week
unplanned outage at Garden Well as well as
pandemic-related costs. FY21 guidance is for
355-380,000 ounces. Credit Suisse observes FY20
was solid despite the challenges and operations
reflect a slightly lower operating risk profile compared
with peers. The broker
assumes McPhillamys proceeds although no material
advancement was made in the quarter. Target is
raised to $5.90 from $5.50 and the rating is
downgraded to Neutral from Outperform on valuation
grounds. 

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
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constitute formal advice. Consider the
appropriateness of the information in regard to your
circumstances. 
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Questions of the Week
by Paul Rickard

 
1. Do you think the ANZ will now pay the interim
dividend it deferred in May? If so, how much do
you think shareholders will receive? Will Westpac
also pay?

Yes, I think it is pretty likely (see my article
tody). Yesterday, APRA gave the banks the “green
light” to resume paying dividends but only up to 50%
of earnings and subject to being able to meet stress
tests. 

ANZ is set to deliver its third quarter trading update
on 19 August and has committed to advising the
market on the status of its deferred dividend.
Assuming that there hasn’t been a 
marked deterioration in its loan book, shareholders
could expect a dividend of around 30c to 40c per
share. The Westpac Board has only committed to
“review dividend options over the course of the year”
(no firm date) and has scheduled its third quarter
trading update for 18 August. Given that its fine for
money laundering breaches hasn’t yet been agreed
(it has provisioned for $900m, apparently AUSTRAC
is asking for up to $1.5bn), it may be somewhat more
reluctant to dispense the goodies back to
shareholders. 

2. What are your thoughts on continuing to hold a
listed investment company (LIC) that last reported
a 34% discount to NTA and pays a respectable
dividend, but whose share price performance has
been miserable under current management? The
LIC in question is NAOS Small Cap Opportunities
(NSC).

To be fair to the current manager, the performance of
NSC has improved recently, and so has the NTA gap.
I calculate that today it is down to around 25%. But
since inception, its performance has averaged minus
5.72% pa – that is why it is trading at 52c and at such

a big discount. 

What to do? Well given that they have an active
share buy-back program in place, I would be inclined
to hang on for a while. If you like the Manager’s
investment approach (concentrated, small cap,
industrial focus), then hang on, otherwise, if it got
back to around 20%, I would look to sell. 

3. Waypoint REIT (WPR) has come off recently
due to Charter Hall selling down its holdings. At
around $2.60, is it worth accumulating this stock
at current levels? 

It is unclear to me why Charter Hall would purchase a
10% stake in February in Waypoint REIT (previously
known as the Viva Energy REIT) for $2.66, and then
sell the entire stake in July for $2.61. Perhaps they
see better opportunities with their capital. Apparently,
they made a tiny profit (if the distribution is included). 

As for the brokers, they like long WALE (weighted
average lease expiry) REITs such as Waypoint, but
don’t see a lot of upside. According to FNArena, a
target of $2.70, about 4% higher than the close of
$2.59. Range is a high of $2.95 from Ord Minnett to a
low of $2.45 from Morgan Stanley. On a forecast
yield, reasonably attractive at 5.8% for FY20 and
6.1% for FY21. 

I don’t mind service station assets – I guess there is
reasonable security of income, although I am not sure
there is much capital upside as long term, there will
be headwinds as transport needs change. 

Would you like your share questions answered by
Paul Rickard? Submit your question here.  

Important: This content has been prepared without
taking account of the objectives, financial situation or
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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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