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Keep a long-term perspective

Terrible news has affected us all following the sad events that happened over the weekend in Paris.
The markets are expected to come under pressure, but it’s important for all of us as investors to keep
that long-term focus when it comes to our portfolio. Today I look at some quality stocks in the
Australian market, despite the challenges ahead.
Also in today’s Switzer Super Report, Paul Rickard outlines the case for BHP, despite its recent paltry
behavior as a corporate citizen. James Dunn reveals what oil stocks to look at as further mergers are
expected in the sector. In Buy, Sell, Hold – what the brokers say, brokers upgraded Westpac and ANZ
but downgraded Seven Group Holdings.
Sincerely,

Peter Switzer
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The strongest case for buying quality blue chips
by Peter Switzer
Last week, it was the Brazilian tragedy and now the
inhumanity that was Paris over the weekend has us
thinking about the real importance of many things that
we consider important. However, I do have a job and
it’s to give guidance to my Switzer Super Report
subscribers and financial planning clients, and so
that’s what I will do.

cap, following a 17% decline.

It’s no surprise that many of us are getting tired of
this stock market. The chart below tells a tale of
tedium but it does give us a clue about what we
should be investing in.

Sure, Woolworths and BHP have company specific
matters to deal with, aside from the sector challenges
of low commodity prices for the latter and increased
competition for the former but you have to ask: “Are
these problems going to KO these companies?”

But while this, like most newspaper headlines, are
meant to scare the pants of us, this one made me
think of Warren Buffett’s “be greedy when everyone
is fearful” and this looks like a perfect time to take
Wazza’s advice.

It seems to be the answer is ‘no’ and things will
change and so provided you don’t have to look like a
fund manager genius within three or six months, then
time is on your side.

Source: Yahoo!7 Finance, 16 November 2015
Look at the slope of the line between 2003 and 2008.
It was steep and ended with a crash. Coming out of
the GFC stock market slump, 2009 was a ripper,
which we tipped and this was based on history after
crashes.
Since late 2011, our market has struggled between
4000 and 5300 but we did see 5996.4 on April 13, so
there was a time when all the things that drive share
prices — local and external — pushed us to this heady
level and those drivers will reappear, probably over
the next 12 months.
It makes me even more jumpy to buy stocks now
when I see the AFR scare some of us with the great
headline “Biggest blue chips bring down ASX”. The
top 20 stocks have lost about $170 billion in market
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It’s especially so if you’re a dividend lover and, on
current returns, most of these companies annual
hand-backs to shareholders could halve and you’d
still be doing well and especially so compared to term
deposits.
On BHP, its gross yield is over 8% and even if the
dividend is halved, it would still be 4% but CEO
Andrew McKenzie has said the dividend won’t be
reduced, but he hadn’t factored in the Brazilian dam
problem which in any evet, may still be covered by
insurance. ,
So let’s leave the dividend issue and ask where the
share price would be in one-two or three years’ time?
My best guess is that the world economy recovers
over that time and copper, iron ore, coal, oil and
everything BHP sells becomes a little dearer. That
says to me that betting on BHP being higher than
$20.23, where it finished on Friday, should not be too
big a stretch to believe in.

02

Meanwhile, ANZ and NAB are yielding almost 7% on
current share prices and this just when we received
those great job numbers, where unemployment fell
from 6.2% to 5.9%. These came just when the RBA
has told us that it expects the September quarter to
be good for growth and it comes as three out of the
seven economists I surveyed saw 2016 growth at 3%
or more. The other four were 2.6% plus and none of
these had seen the October job numbers when they
gave these forecasts.
Our dollar is producing growth and as we grow faster,
do you think the big four banks won’t be
beneficiaries? Yeah, sure.
On Thursday, Charlie built the case to go long Telstra
and he doesn’t need me to add to his argument.
Woolies is a different kettle of fish and I would like to
give it some time to find a CEO, make some tough
decisions and come up with a credible marketing
plan. It will, one day start heading back to $30 but it
could take two to three years, or even more.
When fund managers are asked about companies
such as the banks, they will adopt a view that is
relevant for the next six to 12 months but if you can
wait longer, then these companies remain good plays
for income first but later capital gain.
Okay, I know there will be better companies,
especially for capital gain — so you pick them!
Yep, my experts have done a great job identifying
these companies but they’re not often great dividend
players and their gains can be for a few years, so you
have to be aware of that.
At current prices, I think it’s hard to make a blue with
a collection of good blue chips.
Important: This content has been prepared without
taking account of the objectives, financial situation or
needs of any particular individual. It does not
constitute formal advice. Consider the
appropriateness of the information in regards to your
circumstances.
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The ugly Australian: How to play BHP
by Paul Rickard
No longer the ‘big Australian’, some are now calling
BHP the ‘ugly Australian’. And this isn’t referring to
the tragic disaster at its 50% owned Samarco iron ore
operation in Brazil. Rather, its BHP’s behavior as a
corporate citizen, as demonstrated by the outrageous
way they are treating suppliers by changing payment
terms from 30 days to 60 days, and in their dispute
with the Queensland Government over an alleged
$288m underpayment of royalties arising from the
sale of coal to their Singapore marketing hub.

While BHP is being impacted by the commodity cycle
– we are in a bear market for iron ore, coal, oil and
copper – the catalyst for the last move down has
been the incident at the Samaco Mine.

For shareholders, owning BHP has become pretty
ugly and the obvious questions are being asked. Do I
average down and buy some more? Do I sell what I
have, or do I just sit out? Here is what I think and am
doing.

Nine people are dead, and a further 19 remain
unaccounted for;
637 people have been evacuated and
temporary accommodation provided;
11 communities have been impacted, and the
tailings extend 440 km downstream;
Samarco is monitoring the third dam (which
hasn’t failed), and is developing a plan to
reinforce the dam structures.

A bit of perspective
Firstly, a bit of perspective.
BHP shares are now trading at their lowest level in 10
years. And as the following chart shows, they have
gone below the lows touched at the height of the GFC
in early 2009. Almost seven years later and despite
one of the largest ever resources booms, BHP is
back in the pits.
BHP Share Price – Nov 2005 to Nov 2015

Source: Yahoo!7 Finance, 16 November 2015
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What we know about Samarco, and what we
should expect
We actually know very little. Here is what BHP has
said:

Financially, the operator has been hit with a
preliminary $94m fine by the Brazil Government.
For BHP, its share of Samarco’s production was 14.5
million tonnes of iron ore, and accounted for 3% of
the Group’s underlying EBIT, or approx. US $370m.
What the market expects is anyone’s guess.
Certainly, the mine will stay shut for at least a year,
maybe three years, or maybe never to re-open again
with a write-off for BHP of US $1.0bn. Clean up costs
of hundreds of millions of dollars, maybe billions of
dollars.
History shows that these sort of people and
environmental disasters end up costing a lot more to
clean up than originally envisaged. While BHP and its
partner Vale will get some of these costs back
through insurance, the fines have probably only just
started.
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That said, $370m in annual earnings and net assets
of just over $1bn are not big numbers in the BHP
vernacular, so it is hard not to think that the market
has over-reacted a touch. The potential cost for BHP
will be reputation damage and how they are seen to
respond to the incident. So far, they get top marks for
their response.

at 124.7 US cents per share for FY16 and 125.7 US
cents per share for FY17.
For the major brokers, who have reviewed their
forecasts post Samarco, the table below shows their
recommendation and target price. The average target
price is down to $25.58.

Will the progressive dividend policy go?
The incident at Samarco has led the market to cast
further doubt on BHP’s progressive dividend policy.
Less than three months ago, boasts like this when
delivering the annual results screamed out from CEO
Andrew McKenzie’s presentation: “our progressive
dividend has withstood previous cycles” and “we
were the only major not to cut the dividend during the
Global Financial Crisis” and “our progressive
dividend was not rebased follow the demerger (of
South32)”.

Source: FN Arena
How I am playing BHP

Absolute commitment. No “ifs” and “butts”. No
caveats. No get outs.

Finally, this is how I am playing BHP.

Last year’s dividend was 124 US cents per share.
Using Friday’s closing price of $20.23 and an
exchange rate of 0.7130, maintenance of this
dividend in FY16 would see BHP trading on a yield of
8.6%, fully franked! That’s an effective rate of almost
12.3% for an SMSF in pension mode!

The first question I want to consider is whether BHP
should be a core stock in my portfolio. With BHP now
less than 5% of the index (about 4.97% of the
S&P/ASX 200) and only half the size (by market
capitalization) of the Commonwealth Bank, this
question – almost unthinkable three years ago –
should be asked.

However, with EBITDA under pressure due to lower
prices in all commodities, there has to be a strong
chance that BHP will use an incident like Samarco to
change the policy. Interestingly at the company’s
AGM of the UK entity just three weeks ago, while
both the Chairman and the CEO mentioned the
progressive dividend policy, the language was
considerably less emphatic. While this was pre
Samarco, was BHP already preparing the way for this
policy to go? We will learn more on Thursday when
BHP holds its Australian AGM in Perth.
What the brokers say
The brokers are now less upbeat on BHP. Most now
expect the progressive dividend policy to go at some
stage, although this is not yet showing up in their
dividend forecasts, which according to FN Arena, sit
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My answer remains “yes”, as I want some exposure
to the materials sector, which weighs in at around
13% of the index. With its diversification across
multiple commodities, BHP has been my preference
over companies such as RIO or Fortescue.
So as a “core stock” in my portfolio, and given that I
don’t believe I can predict commodity cycle peaks
and troughs with accuracy, I am not selling.
Buy more? Well, I had a little dabble at $20.40 last
Thursday. As it has turned out, too early – but again, I
don’t think I can pick bottoms either. I didn’t want to
rush in, but also thought that there would be some
good support around $20.00 and it would do some
work around this big figure, so I thought I should get
set for some.
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Post the terrorist incidents in Paris, the markets will
initially be nervy this week. Subject to any major
reaction, I plan to buy some more – probably in the
high 18s. I will also be looking very carefully at the
comments made at Thursday’s AGM around the
progressive dividend policy, and for an update on
Samarco. Depending on what is said here, and the
confidence with which it is espoused, BHP could be a
whole new ball game.
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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Oil Stocks: 7 attractive prospects
by James Dunn
Oil stocks have been in the news on the Australian
market lately, with some major jockeying on the M&A
(mergers and acquisitions) front.
First, there was the $11.7 billion scrip bid made by
the big kahuna, Woodside Petroleum, to take over
PNG-based Oil Search. Oil Search knocked
Woodside back, and the Woodside share price has
lost 12% while the company mulls a revised offer. Oil
Search, in contrast, has gone the other way, rising
15%.
Then there was the $7.1 billion takeover approach
made to Santos last month by the Middle
East-backed Scepter Partners, with former chief
executive John Ellice-Flint tilting for his old job. The
approach came at $6.88 a share, but Santos rejected
the bid: subsequently, the big South Australian has
announced a $3.5 billion debt-slashing program and a
$2.5 billion capital raising, and the share price has
fallen below $4.
While the takeover bids swirl at the big end of the
market, the mid-cap area of the oil and gas market
has seen share price slumps, based on a tanking oil
price.
Crude oil has lost almost two-thirds since June 2014,
on the back of an estimated over-supply of 0.7 million
to 2.5 million barrels a day, and prices are near
six-year lows. The International Energy Agency (IEA)
appears to have no good news for the oil market,
saying that global stocks of crude oil are at record
highs and that global oil demand will ease next year
on the weaker outlook for the world economy and
over-supply. The IEA forecasts global demand to
slow to 1.2 million barrels a day in 2016, after surging
to 1.8 million barrels a day this year.
So, is there any light at the end of the tunnel?
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Peter Strachan from Stock Analysis is one analyst
that thinks so. Strachan says the rising production
picture over the last decade has been almost entirely
a US shale oil (light tight oil, or LTO) story – despite a
rising oil price, he says, production outside the US
has been flat since 2004. A 4 million-barrel rise in
output of LTO from the USA since 2011 has masked
peak oil output from conventional reservoirs, he says.
Even though the US shale producers have lifted their
productivity as much as they can, the “US shale oil
party is over,” says Strachan.
He sees US oil production falling by 100,000–120,000
barrels of oil a day, per month, right through 2016.
That would see oil production falling from a peak of
about 9.6 million barrels a day in April 2015, back to
about 8 million barrels a day by the end of 2016.
Even with an estimated 500,000 barrels of Iranian oil
a day coming back into the market, following the
nuclear deal struck with the country, the oil market
will be under pressure, says Strachan. And that
means rising prices. By the middle of 2016, says
Strachan, oil prices could be back in the region of
$US80–$85 a barrel.
It is a contrarian view, but if it is borne out, some of
the mid-cap Australian oil and gas stocks represent a
“once-in-a-generation opportunity,” he says.
Here is a glimpse of seven of the most potentially
attractive opportunities. (Analysts’ consensus
estimates were collated by FN Arena.)
Beach Energy (BPT): 59 cents
Market capitalisation: $769 million
Last 12 months: –45.2%
Analysts’ consensus price target: 83 cents
Implied upside: 40.6%

07

Waitsia field, which is potentially the largest
conventional onshore gas discovery in WA since the
1960s. Encouraging results from initial testing at the
Waitsia-1 well have AWE on track to commence
producing in the WA domestic market in the first half
of 2016. Its 35% owned BassGas project off South
Australia has reached final investment decision (FID)
approval. Strachan believes AWE is worth more than
$2 a share.
Drillsearch (DLSP): 70.5 cents
Market capitalisation: $333 million
Last 12 months: –36.3%
Analysts’ consensus price target: 85 cents
Implied upside: 20.5%

Senex Energy (SXY): 16.2 cents
Market capitalisation: $190 million
Last 12 months: –62.1%
Analysts’ consensus price target: 29 cents
Implied upside: 79%
Cooper Basin oil and gas companies Beach Energy
and Drillsearch Energy are merging in a $1.17 billion
deal, to create a company with $20 million a year
fewer costs and a strong balance sheet that can
make more acquisitions in today’s depressed oil
market. The companies say the merger will give the
duo “enhanced scale” with a combined fiscal 2015
production of 12.1 million barrels of oil equivalent,
plus an expanded portfolio of oil, gas and
infrastructure assets. The Kerry Stokes-led Seven
West group will hold a 20% stake in the merged
group. Strachan says Beach is the best entry to the
new group.
AWE Limited (AWE): 59 cents

In September, Senex struck a significant gas sales
deal with Santos’ $US18.5 billion GLNG venture in
Queensland that opens the way for development of
its Western Surat gas project and also gives it $42
million in cash and a gas-rich exploration permit that
sits in the middle of the GLNG venture’s Roma coal
seam gas acreage. Senex will supply 50 terajoules a
day of gas to GLNG over 20 years from the Western
Surat project, which is expected to cost several
hundred millions of dollars to develop and is targeted
for a final investment decision in 2017. Senex has no
debt, about $45 million of net cash on the balance
sheet and a tangible revenue stream opening up in
the near future.

Market capitalisation: $321 million
Last 12 months: –61.8%
Analysts’ consensus price target: $1.13
Implied upside: 91.5%
AWE produces gas from the Casino project offshore
of the Otway Basin in South Australia, and the
onshore Perth Basin. Last year AWE found the
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Karoon Gas Australia (KAR): $1.72
Market capitalisation: $429 million
Last 12 months: –37.6%
Analysts’ consensus price target: $2.86
Implied upside: 66.3%
After selling its Browse Basin permits to Origin
Energy last year, reducing considerable pressure
from its balance sheet, Karoon is focused on its
Brazilian oil discoveries, Echidna and Kangaroo,
particularly the Echidna field. Karoon holds 65% of its
Brazilian fields and is likely to farm-out interests
(bring in other investors) to reduce costs. In the
meantime, Karoon holds $247 million of cash:
Strachan reckons its cash asset backing at $3.20 a
share.

Horizon Oil (HZN): 10.5 cents

FAR Limited (FAR): 8 cents
Market capitalisation: $280 million
Last 12 months: –38.2%
Analysts’ consensus price target: 11 cents
Implied upside: 37.5%
Last month, FAR announced two world-class oil
discoveries off the coast of the west African nation of
Senegal that could be transformational for the
company. FAR started drilling three appraisal wells
earlier this month, in a program that is estimated to
be completed in mid-2016. FAR is not actually
spending anything, because all the costs of the wells
are being paid by global petroleum giants
ConocoPhillips and Cairn Energy. So FAR can sit on
its $30 million in the bank. FAR also holds exploration
acreage in Guinea Bissau, to the south of Senegal,
and on the other side of the continent, in Kenya.

Market capitalisation: $137 million
Last 12 months: –63.8%
Analysts’ consensus price target: 14 cents
Implied upside: 33%
Horizon focuses on three main areas, its producing
Maari field (offshore New Zealand), its interests in the
Beibu Gulf (offshore China) and assets it’s
developing in Papua New Guinea. The company
currently produces about 4,200 barrels of oil a day
net from Maari and Beibu Gulf, which generated more
than US$80 million in net operating income in FY15.
Gas constitutes about two-thirds of the PNG reserves
and Horizon’s medium-term strategy is to focus on
Asian gas for growth. Horizon is another “extremely
cheap stock,” says Strachan.
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All charts sourced at Yahoo!7 Finance, 16 November
2015
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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Buy, Sell, Hold – what the brokers say
by Rudi Filapek-Vandyck
Two banks received an upgrade each, being ANZ
Bank and Westpac, while the negative side features
some of the companies that issued shock
announcements to the market including the Seven
Group. DuluxGroup was the only company receiving
both an upgrade and a downgrade for the week
In the good books
AUSTRALIA & NEW ZEALAND BANKING GROUP
(ANZ) Upgrade to Buy from Neutral by UBS:
B/H/S: 4/3/1. The bank’s share price has struggled
and UBS believes, while concerns are justified, a lot
of the negative news is now factored in. The broker
reviews the current multiples and finds the share
price is already incorporating a significant increase in
institutional impairments. Target is steady at $29.00.
COMPUTERSHARE LIMITED (CPU) Upgrade to
Buy from Hold by Deutsche Bank: B/H/S:
2/5/1. The company has maintained guidance for
fiscal 2016 and provided greater clarity around cost
savings and gearing targets at its AGM. The analyst
believes the company is responding to market
feedback and this suggests a more communicative
stance in the months ahead. Target is raised to
$12.45 from $12.20.
DULUX GROUP LIMITED (DLX) Upgrade to Buy
from Neutral by Citi: B/H/S: 1/4/2. Citi analysts do
not share the fears and worries about a turn in the
Australian housing cycle that have risen to the
surface at other brokerages these past few weeks.
This effectively provides a platform to become more
positive on DuluxGroup too, after what turned out a
better-than-expected performance in fiscal
205. Rating goes up to Buy from Neutral. New
product development, a healthy balance sheet, a
dominating market share in Paints & Coatings. Target
price rises to $6.88 from $6.31 on higher estimates.

Monday 16 November 2015

FORTESCUE METALS GROUP LTD (FMG)
Upgrade to Hold from Sell by Deutsche Bank:
B/H/S: 3/4/1. Deutsche Bank is encouraged by the
upgrades that have allowed a large drop in the strip
ratios at the Chichester Hub, which has lifted
recoveries. Target is raised to $2.80 from $1.80.
GRAINCORP LIMITED (GNC) Upgrade to Buy from
Hold by Deutsche Bank: B/H/S: 1/2/2. The 2015
earnings were in line, having been previously
announced, and highlight the challenges faced in
grains, with the analyst noting malts and oils continue
to increase their contribution as an offset. The
company’s initiatives on restructuring and growth are
expected to restore earnings stability. Target is
steady at $9.15.
INVOCARE LIMITED (IVC) Upgrade to Neutral
from Sell by UBS: B/H/S: 2/3/1. The share price has
fallen 19% since August as the market absorbs the
slower roll out and larger-than-expected start-up
costs in the US. UBS envisages large earnings
upside if the company can successfully penetrate the
funerals industry in California, where it is targeting a
new niche market. Target is $11.40.
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WESTPAC BANKING CORPORATION (WBC)
Upgrade to Equal-weight from Underweight by
Morgan Stanley: B/H/S: 6/2/0. Morgan Stanley
believes the bank is managing a challenging
operating environment better than its peers. The
rating is upgraded, given the clearer commitment to
margin over market share, ongoing cost discipline
and a stronger capital position. Target is raised to
$30.00 from $28.20.
In the not so good books
DULUX GROUP LIMITED (DLX) Downgrade to
Neutral from Outperform by Macquarie: B/H/S:
1/4/2. Dulux’ result marginally beat Macquarie. Cash
flow conversion was solid and Dulux has grown
market share in the key renovation paint market, the
broker notes. The existing home segment continues
to underpin the company’s outlook. Dulux also points
to a lag in new building completions, offering some
resilience ahead of any turn-down. The stock has
now recovered from a scare following the 2015 result
and has moved back towards Macquarie’s valuation,
prompting a pullback to Neutral. Target rises to $6.20
from $6.00. See also DLX upgrade.
NEWS CORPORATION (NWS) Downgrade to
Neutral from Outperform by Credit Suisse: B/H/S:
3/3/0. First quarter earnings were weak, in Credit
Suisse’s view, as growth in digital real estate and
Fox Sports was unable to offset weakness in news
and books. The broker lowers fiscal 2016 estimates
by 3.7% and downgrades to Neutral from Outperform.
Target is lowered to $23.40 from $24.00.

REA GROUP LIMITED (REA) Downgrade to
Neutral from Buy by UBS: B/H/S: 4/4/0. First
quarter revenue growth accelerated with UBS noting
it would have been even higher if not for the deferral
of depth revenues booked at the end of September.
Cost growth was contained. The stock now trades in
line with the broker’s fundamental valuation.
SANTOS LIMITED (STO) Downgrade to
Equal-weight from Overweight by Morgan
Stanley: B/H/S: 6/2/0. The strategic review has
concluded and Morgan Stanley analysts do not hide
their sense of disappointment. One highly dilutive
capital raising plus a sensible end to the progressive
dividend policy with a whole lot less conviction in
deep value in the company’s assets is the end result,
in Morgan Stanley’s view. The analysts have
dropped their price target to $5.20 from $7.60 as, in
their opinion, the chances of unexpected positive
events are now likely to be a lot lower.
SEVEN GROUP HOLDINGS LIMITED (SVW)
Downgrade to Underperform from Neutral by
Macquarie: B/H/S: 0/2/1. Macquarie has analysed
quarterly earnings results from Caterpillar in the US
and Komatsu in Japan ahead of Seven Group’s
AGM next week. Seven Group’s WesTrac Caterpillar
distribution business provides some 61% of Seven
Group earnings, and some 65% of those earnings
come from the mining industry. The outlook for
equipment manufacturers looks tough as mining
continues to wind down, Macquarie notes. As the
broker sees downside risk to earnings it has
downgraded to Underperform. Target falls to $4.46
from $4.95. Rating is downgraded to Neutral from
Buy. Target is raised to $48 from $47.
SIMS METAL MANAGEMENT LIMITED (SGM)
Downgrade to Neutral from Overweight by JP
Morgan: B/H/S: 5/2/0. The company has warned of
$230m in write downs and that earnings in the first
half will only break even. In the absence of significant
scrap price appreciation and no clear short-term
catalysts. The broker also believes the medium-term
outlook is now under scrutiny. The broker reduces the
target to $8.65 from $11.90.
3P LEARNING LIMITED (3PL) Downgrade to Hold
from Buy by Deutsche Bank: B/H/S:
1/1/0. Deutsche Bank downgrades to Hold from Buy
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as the risk/reward is considered more balanced after
the company’s update. This implied
lower-than-expected underlying revenue
growth. Deutsche Bank suspects this is being driven
by slowing volumes in Australia and the UK because
of increased competition. The broker wants to witness
stronger growth before becoming more constructive.
Target is lowered to $2.40 from $2.90
Webjet Limited (WEB) Downgrade to Neutral from
Buy by UBS: B/H/S: 1/4/0. The AGM update
signaled trading has improved in business to
business activity. UBS notes the core business
continues to benefit from the shift to online bookings
and increased momentum in online international
bookings. Target is raised to $5.07 from $4.75.
Earnings Forecasts

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
Monday 16 November 2015
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Super Stock Selectors - BHP
by Staff Reporter
Analysts are divided over BHP. In his article today,
Paul Rickard outlines how he is playing the stock.
Michael McCarthy of CMC Markets finds BHP Billiton
(BHP) a compelling opportunity at $20 a share.
“The world’s largest mining stock is not going broke,
I see commodity prices near cycle lows, and happy to
diversity further into materials at current prices,”
McCarthy says.
However, Evan Lucas from IG Markets still does not
like BHP and says it is looking more and more like a
trap.
With the prices of iron ore, oil and copper falling 36%,
5% and 26% respectively, Lucas says earning
expectations for BHP are plummeting by the day.

“We continue to expect earnings headwinds during
the next few years. It faces stiff competition for
audiences and from online players in a subdued
domestic economy,” D’Amato says.
OzForex Group (OFX) is on D’Amato’s likes list.
The company recently reported a solid half-year
result with underlying profit increasing 12% to $12.3
million. This was driven by increasing client numbers
and volume growth in all regions.
D’Amato says the company is on track to meet is
full-year guidance for underlying operating earnings
of between $38.5 million and $40.5 million.

“There is a higher chance of BHP being in the tens
rather than a high $20 market in the next few weeks
and months.”
Listed investment companies have come under the
radar for Paul Rickard, co-founder of the Switzer
Super Report.
Rickard says Argo (ARG) and Australian Foundation
(AFI) are trading at material premiums to their net
tangible asset (NTA) – Argo is almost 10%.
In contrast Milton (MLT) is trading at par.
“Looking at broad-based investment companies
Milton Corporation (MLT) is a clear standout,”
Rickard says.
Although Seven West Media (SVM) has been sold off
in the past 12 months and appears reasonably cheap
on several valuation metrics, Elio D’Amato from
Lincoln Indicators does not like the stock.
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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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