Monday 24 August 2015

Opportunity prevails

OK, so I understand there’s plenty to be concerned about in the current market madness and my uber
bull status is being tested. But the signs suggesting that this is a crash just aren’t there in my books.
And, you’ll be relieved to know, I’m not the only one who isn’t that concerned. Today I explain why
this is the Paul Keating correction.
Also in the Switzer Super Report today, Paul Rickard reviews the supermarket wars and finds that
Coles is still winning – for now. James Dunn previews earnings reports for this week, including BHP
and Woolworths. And in Buy, Sell, Hold – what the brokers say, Rudi Filapek-Vandyck explains that it
was a really busy week for brokers, with upgrades for AGL Energy and Origin, just to mention two.
And our Super Stock Selectors return to some old faithfuls – Telstra and Wesfarmers – in this very
volatile market.
Sincerely,

Peter Switzer

Inside this Issue

02

It is Coles or Woolies?
by Paul Rickard

05

Is this a correction or a crash?
by Peter Switzer

07

BHP needs to lift dividend and Boral to surprise on the
upside
by James Dunn

12

It is Coles or Woolies?
by Paul Rickard

Buy, Sell, Hold – what the brokers say 24/8
by Rudi Filapek-Vandyck

16

Super Stock Selectors – Telstra and Wesfarmers
by Penny Pryor

02

Switzer Super Report is published by Switzer Financial Group Pty Ltd AFSL No. 286 531
36-40 Queen Street, Woollahra, 2025
T: 1300 SWITZER (1300 794 8937) F: (02) 9327 4366

Important information: 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. For this reason, any individual should, before
acting, consider the appropriateness of the information, having regard to the
individual's objectives, financial situation and needs and, if necessary, seek
appropriate professional advice.

It is Coles or Woolies?
by Paul Rickard
A solid year for Wesfarmers
Key points
Net profit after tax for the year from continuing
operations at Wesfarmers increased by 8.3%
to $2.44 billion, with earnings per share
coming in on target at 216.1 cents.
Coles led the way contributing 46.1% of
earnings, followed by Bunnings (home
improvement) at 28.2%.
For Woolworths, the next key milestone will
come with the appointment of Grant
O’Brien’s replacement sometime later this
year.

Net profit after tax for the year from continuing
operations increased by 8.3% to $2.44 billion, with
earnings per share coming in bang on target at 216.1
cents. Coles led the way, contributing 46.1% of
earnings, followed by Bunnings (home improvement)
at 28.2%. The industrial parts of the Wesfarmers
conglomerate – Coal, Industrial & Safety and
Chemicals, Energy and Fertiliser -contributed just
9.1%.

Back on 13 April, in Woolies or Coles, I wrote:
It is pretty line-ball, but if you had to pick just one
stock (to maintain some sector exposure), then
Wesfarmers gets the nod. Longer term, Woolworths
will prove at some stage be an attractive buy. Too
early yet. Around $25 to $26, the stock could
withstand a dividend cut of 20% and still yield 4.4%
(fully franked), so there is an argument that the
downside price risk is not that high. The cue will be to
wait until the shorters start to reduce their positions.
Be patient.
Since I wrote this, Woolworths shares have fallen
from $29.56 to close on Friday at $26.37, a fall of
10.79%. Wesfarmers, which owns Coles, has done
moderately better – but still a fall of 8.08% from
$44.40 per share in April to $40.81 on Friday.
Small comfort, perhaps.
With Wesfarmers reporting last Thursday, and the
shorters active in Woolworths, is this still the way to
play the consumer staples sector?

Importantly, Coles continued to beat Woolworths in
the supermarket wars, a feat it has achieved every
quarter since 2010. Comparable same store sales
growth in food and liquor rose by 3.9% over 2014/15,
and ticked up to 4.0% in the fourth quarter. By
comparison, Woolworth’s reported a decline of 0.7%
in comparable store sales in food and liquor for the
first 10 weeks of the fourth quarter.
Bunnings, Kmart and Officeworks starred. Bunnings
grew comparable store sales at 8.8%, increased EBIT
by 11.1%, and returned a company leading 33.5% on
capital employed. Kmart grew EBIT by 18%, while
improving its return on capital to 32.9%.
Coles, which uses about 57% of the group’s capital,
increased its return from 10.3% in FY 14 to 11.0% in
FY 15. In the right direction, but still more work to do
here.
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faces a number of strategic challenges, and the
playbook might be something like this:

But it is not all plain sailing at Wesfarmers.
Challenges include Target, where a transformation
program is underway but sales momentum is slow
(zero growth in sales in the fourth quarter), the liquor
division of Coles, and in the industrials part of the
conglomerate. Lower commodity prices and reduced
customer project activity resulted in a tough sales
environment, and it is expected to remain challenging
in the near term.
For shareholders, Wesfarmers increased its final
dividend to $1.11 per share, taking the full year
ordinary dividend to $2.00 per share – an increase of
5.3%.

A big write down within a few months of taking
over. Potentially, the closure of the Masters
home improvement business;
The sale/spin-off of the struggling Big W
division (aka Dick Smith, which was once
owned by Woolworths before being sold to
private equity and then floated on the ASX);
and
A new game plan to take on Coles, Aldi, IGA
and potentially Lidl. The supermarket wars
may yet get a lot more hostile.
With this yet to play out, my sense is that it is
too early to jump on board Woolworths for the
ride.
The brokers
The brokers largely agree. Woolworths remains
disliked, while Wesfarmers is marginally in favour.
According to FN Arena, sentiment for Wesfarmers is
+0.1 (scale -1.0 most negative, +1.0 most positive),
compared to Woolworths sentiment rating of -0.6.

The Woolworths play book
Woolworths is due to report its full year result on
Friday. It provided updated guidance to the market on
17 June, which pointed to zero growth in full year
NPAT at around $2.45 billion, and a second half
NPAT approximately 5.5% lower than the
corresponding half in FY14. Given its form to date,
and with no real incentive with the outgoing CEO to
be heroic, it is unlikely to surprise on the upside.
The shorters remain short and aren’t ready to give
up yet. According to the latest ASIC figures, 8.24% of
Woolworths’ ordinary shares are short sold, worth a
staggering $2.6 billion. Wesfarmers, by comparison,
only has 2.26% of its shares short sold.
For Woolworths, the next key milestone will come
with the appointment of Grant O’Brien’s
replacement sometime later this year. The new CEO
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Source: FN Arena. Prices as at COB 21 August,
2015
Wesfarmers is trading at a premium to Woolworths.
Comparing FY16 PEs, Wesfarmers is trading at a
multiple of 17.8, while Woolworths is trading at 15.2.
The brokers also see a little more value in
Wesfarmers, with its share price 3.4% below the
consensus target price.
Bottom line
I don’t think much has changed since April. While it
is a pretty line ball call, there isn’t any reason yet to
back Woolworths and conversely, most parts of the
Wesfarmers business are performing strongly.
At some stage, Woolworths will be in buy territory.
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When the shorters start to cover, or the new CEO
makes some of the changes foreshadowed above,
these may be the cues to go long. Be patient.
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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Is this a correction or a crash?
by Peter Switzer
The question all investors and managers of self
managed super funds must be asking, following the
Dow Jones’ 534-point sell-off on Friday, is: “Are we
staring at the start of a stock market crash? Or is this
just an overdue correction?”
If the latter is the case, then this is a really good
‘buying the dip’ opportunity, albeit a scary one.
AMP Capital’s Shane Oliver thinks it’s a “healthy
correction” but he got even more ballsy with this
following conclusion to his regular weekly note: “But
beyond the near term, the cyclical bull market in
shares is likely to resume…As such, despite the
current significant setback, share markets are likely to
remain in a broad rising trend. Given this, I’m
reluctant to ditch my year-end target of 6000 for the
ASX 200!”

He did the figures and concluded that the world’s
most significant stock markets were ripe for a
plucking by sell-off merchants.
“That’s especially the case,” James advised, “when
you consider that global share markets had become
over-valued with the forward price earnings ratio for
the US S&P 500 index lifting to be around 18% higher
than the decade average with the European market
21% over-valued – before the recent falls.”
And in Australia, our All Ordinaries index was around
10% higher than the decade average back in July.
Since March 23, our S&P/ASX 200 is down 13% and
this is because there’s been a lot of disappointment
and challenges this year.
Like what?

That’s my exclamation mark and that’s because I
really like his view on where stocks are heading,
especially on a day like today, when our market has
dived ahead of awaiting Wall Street’s response
tonight.
Negativity or opportunity
There is a good chance that US investors could run
with this negativity this week but you can’t rule out
smarties seeing this sell off as a buying opportunity.

There were the Greek debt worries and what they
could mean for Europe and even over the weekend
we’ve heard that a snap election has been called.
Uncertainty is bad for stocks and that’s what the
Greek issue has brought.

The Yanks have been overdue for a correction and
the Dow and the Nasdaq have actually pulled one off
with this current rout but the reality is, on an objective
and a numbers basis, markets were due for a bad
day at the office.

The Chinese economy is growing slower than
expected and the recent manufacturing numbers
were even worse than forecast and implied the sector
is actually contracting. Of course, it was always going
to happen as services become more important to
Chinese growth, but this has come faster than
expected. It will bring a Government response of
more monetary and fiscal stimulation but this has
worried stock players.

CommSec’s Craig James has pointed out that: “With
a clear absence of ‘fundamental’ issues, the global
share market sell off appears more a correction than
the start of a new crisis.”

On top of that we saw a 30% fall in China’s stock
market and a run of small devaluations and these
have also spooked markets. As I say, uncertainty
weighs heavily on markets.
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And then there’s this cursed Fed interest rate rise,
which has been on and off for over a year! It was
expected to be in September but recent minutes from
the central bank meeting on rates gave out the
message that ‘you shouldn’t put your money on a
September rate rise’.
Now this unsettled markets, with some analysts
suggesting that the Fed is more nervous about the
US economy than the majority of economists.
Also, there is a currency problem with emerging
market economies with a run of devaluations making
the US economy less competitive and it’s made
worse with the euro remaining on the low side.
Under those circumstances, the Fed could hold back
a rate rise that would take the greenback even higher!
It’s uncertainty that has sent stocks down but there’s
not a clear-cut case for panic – just a sell off or a
correction.
The Paul Keating correction
This is how Craig James sees it: “At present, we
would view the global share market correction as a
correction we had to have – a situation that will be
beneficial in injecting more value into markets. There
are clearly risks, but the data indicates that US and
European economies continue to recover; lower oil
prices will serve to boost consumer and business
spending; and Chinese authorities are trying a range
of measures to maintain momentum in their
economy.”
He goes on: “We have not adjusted our share market
targets. They are under review, but new estimates will
be determined once the domestic profit-reporting
season concludes.”
And I think he and Shane Oliver are spot on.
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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BHP needs to lift dividend and Boral to surprise
on the upside
by James Dunn
Key points
The market expects BHP to post its weakest
profit in five years when it reports on Tuesday
but it still needs to honour a promise to lift its
dividend. Under the company’s US$6.5 billion
($8.7 billion) progressive dividend policy, it
says it will increase, or at least maintain, its
dividend in US dollar terms every year.
Building products supplier Boral is also
expected to produce good numbers on
Thursday, with a lift of 38% expected in EPS
and a boost to the dividend of about 28%.
In the industrial stocks, the market is
expecting to be impressed by results this
week from health products group Blackmores,
travel firm Corporate Travel Management,
property company Sunland Group, and
healthcare and pathology operator
Healthscope.
The FY15 reporting season is almost two-thirds
complete. Checking back in with Shane Oliver, head
of investment strategy and chief economist at AMP
Capital, overall the results have been a little
disappointing, in his view. Oliver says 43% of results
have beaten expectations and 60% have lifted profits
from a year ago – while that is an “OK” result, it is
well down on what we have seen in the last few
reporting seasons.
Resources focus
As expected, resources companies have remained
under pressure, but industrial profit margins have
been weaker than expected and the banks have been
mixed and guidance for the current financial year has
been a bit downbeat. Oliver says profits now look to
have fallen by about 2% over the last financial year
and expectations of a profit boost for the 2015-16
financial year have been downgraded to about 2%.
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However, it is not all doom and gloom: outside the
resources sector, says Oliver, profits are growing by
about 7%, with companies exposed to housing and
NSW and Victoria generally doing well, and dividends
are continuing to rise solidly.
Resources will be the focus early in the week, with
giant BHP reporting tomorrow. The market expects
BHP to post its weakest profit in five years. The
mining giant simply can do nothing else, given that
the prices of its key commodities, iron ore,
steel-making coal, copper, oil and gas have been
crunched. Analyst consensus is for BHP’s underlying
earnings to fall from US$13.4 billion to about US$6.6
billion, excluding South32. On earnings per share
(EPS) basis that means a fall of at least 50%, and
possibly more.
But BHP is expected to lift its dividend: under the
company’s US$6.5 billion ($8.7 billion) progressive
dividend policy, it says it will increase or at least
maintain its dividend in US dollar terms every year.
Given that expectation, the market is also resigned to
big cuts in capital spending and will look for further
evidence of BHP slashing its costs to the bone.
Iron ore player BC Iron will also report a dire set of
numbers on Wednesday. The market expects a loss
and no dividend. However, mining is not all bad news:
gold miner Evolution Mining reports on Thursday, and
a strong production result – the June quarter and the
year to June both saw record gold production
numbers – should feed into a healthy result.
Industrial strength
On the industrial front, global packaging giant Amcor
reports on Tuesday and should show solid earnings
growth in FY15, driven by increased exposure to
higher-growing emerging markets and further
improvement in operating efficiencies.

07

Building products supplier Boral is also expected to
produce good numbers on Thursday, with a lift of
38% expected in EPS and a boost to the dividend of
about 28%.
However, retail heavyweight Woolworths reports on
Friday, and the market is expecting slippage in both
EPS and DPS. The company’s guidance points to
flat profit at best: reported net profit is expected to be
about $2.15 billion.
In the industrial stocks, the market is expecting to be
impressed by results this week from health products
group Blackmores (Tuesday), travel firm Corporate
Travel Management, property company Sunland
Group, healthcare and pathology operator
Healthscope and packaging company Orora
(Wednesday), media and entertainment group Nine
Entertainment, reproductive services firm Monash
IVF, financial services group Perpetual, healthcare
star Ramsay Health Care (a big tip to beat its
guidance) and a return to profitability for global
apparel player Billabong (Thursday), and on Friday,
food exporter Bellamy’s Australia, retail giant Harvey
Norman, financial services group IOOF, Regis
Healthcare and legal group Shine Corporate.
Here is the schedule for major companies reporting
full-year June 30 results this week. Consensus
analysts’ earnings per share (EPS) and dividend per
share (DPS) estimates come from FN Arena, unless
otherwise stated.

BHP Billiton (BHP)
Full-year
Consensus earnings per share (EPS): 123.2 US
cents, –52.6%
Consensus dividend per share (DPS): 124.6 cents,
+3%
Blackmores (BKL)
Full-year
Consensus earnings per share (EPS): 246 cents,
+64.9%
Consensus dividend per share (DPS): 189.5 cents,
+49.2%
Nearmap (NEA)
Full-year
Consensus earnings per share (EPS): 0.5 cents,
–75.3%
Consensus dividend per share (DPS): nil, unchanged
(Thomson Reuters estimates)
Oil Search (OSH)
Full-year
Consensus earnings per share (EPS): 26.7 US cents,
–18%
Consensus dividend per share (DPS): 11.1 US cents,
–20.8%
Pacific Brands (PBG)
Full-year
Consensus earnings per share (EPS): 1.9 cents,
versus –24.6 cents FY14
Consensus dividend per share (DPS): 0.6 cents,
–86.1%

Tuesday 25 August
Acrux (ACR)
Full-year
Consensus earnings per share (EPS): 8 cents,
+19.4%
Consensus dividend per share (DPS): 6 cents,
unchanged
Amcor (AMC)
Full-year
Consensus earnings per share (EPS): 61.2 cents,
+11.2%
Consensus dividend per share (DPS): 47.3 cents,
+21.3%
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South 32 (S32)
Full-year
Consensus earnings per share (EPS): 12.5 cents
Consensus dividend per share (DPS): 1.4 cents
Scentre Group (SCG)
Full-year
Consensus earnings per share (EPS): 22.4 cents,
–86.5%
Consensus dividend per share (DPS): 21.1 cents,
+107%
Senex Energy (SXY)
Full-year
Consensus earnings per share (EPS): –0.7 cents,
versus 3.3 cents FY14
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Consensus dividend per share (DPS): nil, unchanged

Consensus dividend per share (DPS): nil, unchanged

Virtus Health (VRT)
Full-year
Consensus earnings per share (EPS): 40.3 cents,
+3.8%
Consensus dividend per share (DPS): 26.2 cents,
+0.6%

Orora (ORA)
Full-year
Consensus earnings per share (EPS): 10.9 cents,
+27%
Consensus dividend per share (DPS): 7.3 cents,
+21%

Wednesday 26 August

Pact Group (PGH)
Full-year
Consensus earnings per share (EPS): 29 cents,
–17.1%
Consensus dividend per share (DPS): 19.3 cents,
+103.1%

APA Group (APA)
Full-year
Consensus earnings per share (EPS): 27.8 cents,
–32.4%
Consensus dividend per share (DPS): 37.6 cents,
+3.8%
BC Iron (BCI)
Full-year
Consensus earnings per share (EPS): –10.2 cents,
versus 59.5 cents FY14
Consensus dividend per share (DPS): nil, versus 32
cents FY14
Corporate Travel Management (CTD)
Full-year
Consensus earnings per share (EPS): 31.9 cents,
+67.8%
Consensus dividend per share (DPS): 18.3 cents,
+52.5%
Helloworld (HLO)
Full-year
Consensus earnings per share (EPS): –22.5 cents,
versus –14.4 cents FY14
Consensus dividend per share (DPS): nil, versus 0.5
cents FY14
Healthscope (HSO)
Full-year
Consensus earnings per share (EPS): 9.9 cents,
+12%
Consensus dividend per share (DPS): 6.9 cents,
versus nil FY14
Next DC (NXT)
Full-year
Consensus earnings per share (EPS): –4 cents,
versus –11.8 cents FY14
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Seymour Whyte (SWL)
Full-year
Consensus earnings per share (EPS): 10.2 cents,
–22.3%
Consensus dividend per share (DPS): 5.1 cents,
–32.4%
Sunland Group (SDG)
Full-year
Consensus earnings per share (EPS): 16 cents,
+97.5%
Consensus dividend per share (DPS): 10 cents,
+400%
Worley Parsons (WOR)
Full-year
Consensus earnings per share (EPS): 88.4 cents,
–12.5%
Consensus dividend per share (DPS): 74.6 cents,
–12.2%
Thursday 27 August
Billabong (BBG)
Full-year
Consensus earnings per share (EPS): 0.5 cents,
versus –28.6 cents FY14
Consensus dividend per share (DPS): nil, unchanged
Boral (BLD)
Full-year
Consensus earnings per share (EPS): 30.7 cents,
+38.4%
Consensus dividend per share (DPS): 19.2 cents,
+28%
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+113.1%
(Thomson Reuters estimates)
Cromwell Property Group (CMW)
Full-year
Consensus earnings per share (EPS): 8.4 cents,
–21.4%
Consensus dividend per share (DPS): 7.9 cents,
+4.1%

Nine Entertainment (NEC)
Full-year
Consensus earnings per share (EPS): 15.5 cents,
+135%
Consensus dividend per share (DPS): 8.9 cents,
+111.9%

Evolution Mining (EVN)
Full-year
Consensus earnings per share (EPS): 12.2 cents,
+73.2%
Consensus dividend per share (DPS): 1.6 cents,
–21.8%

Paladin Energy (PDN)
Full-year
Consensus earnings per share (EPS): –6.1 cents,
versus –34.3 cents FY14
Consensus dividend per share (DPS): nil, unchanged

Flight Centre (FLT)
Full-year
Consensus earnings per share (EPS): 251.7 cents,
+22.3%
Consensus dividend per share (DPS): 152.6 cents,
+0.4%

Perpetual (PPT)
Full-year
Consensus earnings per share (EPS): 277.9 cents,
+41.6%
Consensus dividend per share (DPS): 237 cents,
+35.4%

Freedom Foods (FNP)
Full-year
Consensus earnings per share (EPS): 8.1 cents,
–1.3%
Consensus dividend per share (DPS): 4 cents,
+33.3%
(Thomson Reuters estimates)

Ramsay Health Care (RHC)
Full-year
Consensus earnings per share (EPS): 202.9 cents,
+40.8%
Consensus dividend per share (DPS): 106.3 cents,
+25%

Mantra Group (MTR)
Full-year
Consensus earnings per share (EPS): 14.6 cents,
+16.6%
Consensus dividend per share (DPS): 10 cents,
versus nil FY14
Monash IVF (MVF)
Full-year
Consensus earnings per share (EPS): 9.9 cents,
+106.2%
Consensus dividend per share (DPS): 6.6 cents,
+100%
National Storage REIT (NSR)
Full-year
Consensus earnings per share (EPS): 8.1 cents,
–26.4%
Consensus dividend per share (DPS): 8.1 cents,

Monday 24 August 2015

Retail Food Group (RFG)
Full-year
Consensus earnings per share (EPS): 30.6 cents,
+15.6%
Consensus dividend per share (DPS): 25.5 cents,
+15.9%
Sedgman (SDM)
Full-year
Consensus earnings per share (EPS): 6.3 cents,
versus –3.4 cents FY14
Consensus dividend per share (DPS): 7 cents, +75%
Southern Cross Media (SXL)
Full-year
Consensus earnings per share (EPS): 9.1 cents,
versus –42 cents FY14
Consensus dividend per share (DPS): 6 cents,
–19.7%
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Transfield Services (TSE)
Full-year
Consensus earnings per share (EPS): 16.9 cents,
+58%
Consensus dividend per share (DPS): 1 cent, versus
nil FY14

Woolworths (WOW)
Full-year
Consensus earnings per share (EPS): 188.7 cents,
–4%
Consensus dividend per share (DPS): 136.3 cents,
–0.5%

Friday 28 August

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.

Bellamy’s Australia (BAL)
Full-year
Consensus earnings per share (EPS): 9 cents,
+364%
Consensus dividend per share (DPS): 2.6 cents,
versus nil FY14
Bega Cheese (BGA)
Full-year
Consensus earnings per share (EPS): 16 cents,
+25%
Consensus dividend per share (DPS): 7.5 cents,
+15.4%
Harvey Norman (HVN)
Full-year
Consensus earnings per share (EPS): 24.6 cents,
+23.6%
Consensus dividend per share (DPS): 26.4 cents,
+88.6%
IOOF (IFL)
Full-year
Consensus earnings per share (EPS): 57.1 cents,
+30.7%
Consensus dividend per share (DPS): 52.8 cents,
+11.2%
Regis Healthcare (REG)
Full-year
Consensus earnings per share (EPS): 17.3 cents,
+179%
Consensus dividend per share (DPS): 9.3 cents,
versus nil FY14
Silver Lake Resources (SLR)
Full-year
Consensus earnings per share (EPS): 1.4 cents,
versus –38 cents FY14
Consensus dividend per share (DPS): nil, unchanged
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Buy, Sell, Hold – what the brokers say
by Rudi Filapek-Vandyck
Stockbroking analysts have been showering the
market with recommendation upgrades while
macro-concerns have continued to push share prices
lower. Yes, it’s been a rather colourless and
non-inspiring reporting season thus far, but falling
share prices are providing all the inspiration those
analysts need.
A different picture altogether emerges when looking
at changes made to valuations and price targets.
Here the negative side of the ledger simply shows
ongoing carnage. The bottom line conclusion to draw
from this is that bad news is still very much present
and it does hit on micro-level as well.
In the good books
ARDENT LEISURE GROUP (AAD) was upgraded
to Buy from Neutral by UBS. Buy/Hold/Sell: 1/4/0
FY15 results were broadly in line with UBS
expectations. The broker expects Main Event to make
up over half of FY16 earnings and over 70% of group
earnings by FY20. The broker no longer expects a
falling oil price to have a materially negative effect on
Main Event over FY16-17.
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ADELAIDE BRIGHTON LIMITED (ABC) was
upgraded to Neutral from Underperform by Credit
Suisse. Buy/Hold/Sell: 0/6/2. The analysts suggest
the company is in the best shape it has been for a
long while. The broker has also made changes to
earnings forecasts, lifting FY15 earnings by 17.7%,
FY16 by 1.8% and FY17 by 2.7%. The analysts
believe a special dividend or M&A should be back on
management’s agenda.
AGL ENERGY LIMITED (AGL) was upgraded to
Equal-weight from Underweight by Morgan
Stanley. Buy/Hold/Sell: 2/5/0 Morgan Stanley notes
the company is pushing on with delivery of efficiency
and divestment initiatives in FY16.
AMP LIMITED (AMP) was upgrade to Buy from
Neutral by UBS. Buy/Hold/Sell: 4/4/0 The first half
result was in line with expectations and the absence
of any material changes to the outlook endorse the
rating. Annual earnings growth of 5-6% is expected
out to FY18. The company’s improved diversity and
stability are expected to underpin this growth
APN NEWS & MEDIA LIMITED (APN) was
upgraded to Buy from Neutral by UBS and to Buy
from Hold by Deutsche Bank. Buy/Hold/Sell: 5/2/0
UBS expects broadly flat revenue growth in the
second half. Given the recent share price
underperformance, the stock now trades at a discount
to the valuation. Deutsche Bank considers the
reaction to the results is not justified and upgrades. It
is encouraged by signs that conditions have improved
this month. Beyond FY15 Deutsche Bank expects
radio to be the driver of earnings growth.
FEDERATION CENTRES (FDC) was upgraded to
Buy from Neutral by Citi. Buy/Hold/Sell: 2/2/3 Citi
expects the FY15 result will provide more comfort in
the company’s strategic focus, with the cost benefits
of the merger already flowing through faster than
expected. The broker envisages the shares as
increasingly good value and would use weakness as
a buying opportunity.
FLEXIGROUP LIMITED (FXL) was upgrade to
Neutral from Sell by UBS and to Buy from Neutral
by Citi. Buy/Hold/Sell: 3/3/0 Flexigroup’s FY15
results were in line with UBS’s expectations, and at
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the low end of the company’s own guidance. FY16
guidance was weak, implying growth of just 3%, less
when the contribution from the recently acquired
telecom business in NZ is discounted. Citi is
upgrading following the 16% fall in the share price
over the past week.
ORIGIN ENERGY LIMITED (ORG) was upgraded to
Neutral from Underperform by Credit Suisse.
Buy/Hold/Sell: 5/3/0 Origin Energy’s FY15 results
were well ahead of the broker’s forecasts. Guidance
was again confusing to the broker as it provides
neither capex nor production figures.
PACIFIC BRANDS LIMITED (PBG) was upgrade to
Buy from Neutral by Citi. Buy/Hold/Sell: 1/3/2 Citi
expects both the store and online expansion will lead
to better sales growth and stable earnings. Earnings
estimates for FY16 are revised up by 3.0%.
QUBE LOGISTICS (QUB) was upgraded to Hold
from Sell by Deutsche Bank. Buy/Hold/Sell: 5/3/0
FY15 results were marginally below Deutsche
Bank’s forecasts, mainly on the performance of
logistics. The broker is particularly pleased with the
company’s focus on enhancing its strategic growth
profile including the recently announced joint venture
with Tonen General.
STOCKLAND (SGP) was upgraded to Outperform
from Neutral by Credit Suisse. Buy/Hold/Sell:
3/2/2 The company’s FY15 results were in line with
the broker’s expectations. FY16 guidance was again
conservative in the broker’s opinion. Credit Suisse
forecasts 7.6% growth, driven by margin expansion
and retail development completions.
SONIC HEALTHCARE LIMITED (SHL) was
upgraded to Buy from Neutral by Citi and to
Neutral from Underperform by Credit Suisse.
Buy/Hold/Sell: 5/3/0 Citi analysts note FY15 results
were in line with expectations and recent guidance for
FY16 was reaffirmed. Citi considers the stock
attractive relative to its growth profile given the recent
pull back in the shares and renewed enthusiasm for
acquisitions. FY15 results were broadly in line with
Credit Suisse’s forecast. Favourable FX and a full
year contribution from Medisupport should result in
improved earnings in FY16. Robust German revenue
is also expected to contribute to the broker’s forecast
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of 21% revenue growth.
THE REJECT SHOP LIMITED (TRS) was upgraded
to Neutral from Sell by UBS and to Outperform
from Neutral by Macquarie. Buy/Hold/Sell: 1/2/1
FY15 results were better than UBS expected, despite
being weak. Operating cash flow was also stronger
than expected. While significant risks remain on the
horizon the broker does find some positive signs.
Reject’s result beat Macquarie forecasts and the
dividend was better than expected. It was a much
better second half, the broker notes, featuring
improving sales momentum, which indicates new
initiatives are working.
TATTS GROUP LIMITED (TTS) was upgraded to
Neutral from Underperform by Credit Suisse.
Buy/Hold/Sell: 3/4/1 The company’s FY15 results
were slightly below the broker’s forecasts. FY16
earnings forecast has been cut by 1% and FY17 by
2%. Tatts new game, Set for Life, shows promising
signs and should help lottery revenue growth in FY16.
See also TTS downgrade.
WESFARMERS LIMITED (WES) was upgraded to
Outperform from Neutral by Macquarie.
Buy/Hold/Sell: 2/5/1 The company’s retail
businesses are clearly outperforming their peers
despite a challenging retail environment, as is
confirmed by their various REIT landlords. Strong
cash generation provides balance sheet strength to
cycle capital back into high return opportunities.
WHITEHAVEN COAL LIMITED (WHC) was
upgraded to Add from Hold by Morgans.
Buy/Hold/Sell: 6/2/0 Whitehaven’s FY15 results
were ahead of Morgan’s forecast. Morgans believes
the company will return to profit in FY16, with surplus
cash flow being diverted to debt reduction.
In the not-so-good books
AUTOMOTIVE HOLDINGS GROUP LIMITED (AHG)
was downgraded to Neutral from Buy by UBS.
Buy/Hold/Sell: 3/4/0 UBS suspects it could be
difficult for the company to grow earnings organically
in FY16. FY15 earnings were stronger than the
broker expected. While recognising the stock seems
cheap on a peer multiple basis, UBS considers it fully
valued and downgrades.
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ASCIANO GROUP (AIO) was downgraded to
Neutral from Overweight by JP Morgan and to
Hold from Buy by Deutsche Bank. Buy/Hold/Sell:
2/5/0 JP Morgan has pulled back the rating following
the board’s decision to endorse the Brookfield bid for
full ownership of the company. As far as the financial
results are concerned, top line growth disappointed
but cost savings saved the day. FY15 results were
above Deutsche Bank’s expectations. The story,
however, is centred on the board endorsement of the
revised bid from Brookfield to acquire the stock for
$9.15 a share. Post acquisition, Brookfield
Infrastructure intends to list on ASX.
ASX LIMITED (ASX) was downgraded to
Underperform from Neutral by Credit Suisse.
Buy/Hold/Sell: 0/4/4 FY15 results were in line with
the broker’s forecasts. ASX has guided to increased
costs as it introduces new initiatives, leading the
broker to reduce FY16 and FY17 forecasts by 2%.
Despite the result, Credit Suisse views the stock as
overvalued.
JAMES HARDIE INDUSTRIES (JHX) was
downgraded to Sell from Neutral by UBS.
Buy/Hold/Sell: 3/3/1 UBS believes the market is
overpaying for the company’s attributes and
consensus sales growth forecasts are too high. UBS
emphasises that good cost performance can only go
so far.
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OIL SEARCH LIMITED (OSH) was downgraded to
Sell from Neutral by Citi. Buy/Hold/Sell: 6/1/1 Citi
now expects oil price weakness to continue into 2016.
Citi downgrades Brent forecasts for 2016 by 16% and
2017 by 17%. The long-term price is downgraded to
US$70/barrel, which is partly offset by a lower
assumption for the Australian dollar at US73c. Hence,
with the risk of a weak oil price the broker
downgrades Oil Search.

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.

TATTS GROUP LIMITED (TTS) was downgraded
to Neutral from Buy by UBS. Buy/Hold/Sell: 3/4/1
FY15 results were below UBS forecasts, with
wagering significantly weaker and disappointing. UBS
now believes the risks are heightened in wagering.
See also TTS upgrade.

FNArena tabulates the views of eight major Australian
and international stock brokers: BA-Merrill Lynch,
CIMB, Citi, Credit Suisse, Deutsche Bank, JP
Morgan, Macquarie and UBS.
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Super Stock Selectors – Telstra and
Wesfarmers
by Penny Pryor
Our Super Stock Selectors were pretty busy last
week as earnings season hit its most frantic. Rudi
Filapek-Vandyck, who writes our broker report, says
there have been 54 broker actions in total, with the
majority, or 42, on the positive side. So we have a
few of our regulars missing from today – but those
who did get back to us do have some great ‘likes’ .
Raymond Chan likes Telstra. He points out that its
yield is now trading at a discount. For a recap on why
Paul Rickard thinks you should hang on to your
Telstra, read his article from last week here.

result, which he says highlights a management team
on top of their game.
“Above system growth in every retail segment, little
dependence on the out of cycle elements of the
business, and another increase in dividend. The
diversified structure makes it high quality portfolio
“ballast” anywhere close to $40.”
And finally our chartist, Gary Stone, has picked
Ardent Leisure. He says it stands out in a market
where there is not much to like at the moment.

Last week he said: “It is that classic boring, low
volatility stock that is starting to look more like an
annuity.”

“Over the last five months, Ardent found support at
and consolidated above a strong support zone at
$1.95 to $2.07,” he says.

Another interesting like is the S&P/ASX 200 VIX
(A-VIX) or the volatility index from Evan Lucas.

“Last week in a weak market, Ardent rose above a
resistance zone of $2.45 to $2.52 to close at $2.61 on
strong volume. If support holds at this zone, look for
Ardent to challenge its next resistance zone around
the $3.15 area.

“In the current environment with risk spiking, I am
long XVI, volatility is going to be the only winner this
week,” and he’s probably right, look at what the XVI
has done over the past five days.

Source: Yahoo!7 Finance, 24 August 2015
Michael McCarthy likes Wesfarmers (as does Paul
Rickard – read his update on the supermarket wars
here).
McCarthy was really impressed with the Wesfarmers
Monday 24 August 2015
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Our Super Stock Selectors is a survey of prominent
analysts, brokers and fund managers. Each week we
ask them to name a stock they like, and one they
don’t like. We purposely ask for ‘likes’ and
‘dislikes’ instead of recommendations, so it provides
an idea of what the market is looking at, rather than
firm buys or sells.
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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