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Will I buy more Tyro? 

Tyro, a stock I like and part of my ZEET stocks, has become the target of a short seller and its share
price has been slammed, putting the company into a trading halt. Is this short seller an honest broker
alerting us to a real problem or manipulatively trying to make money out of a company that’s had a
temporary but significant problem with its card-swiping machines? In my article today, as a fan of Tyro,
I give you my view.

Paul (Rickard) takes you through his income and growth portfolios for 2021. These model portfolios
demonstrate an approach to portfolio construction that SMSFs or personal investors could apply. Paul
has made minor changes for 2021 to take into account the dominant investment themes we expect to
apply.

    Sincerely,

 
  Peter Switzer
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5 reasons why I’m looking to buy more Tyro
shares
by Peter Switzer

 
Whoops! Tyro, a stock I like and one that was a part
of my ZEET stocks has become a target of a short
seller and its share price has been slammed, putting
the company into a trading halt!

As investors in the stock (and I’m one, as I could
never talk about a stock I’ve liked and written about
unless I was prepared to put my money where my
mouth is), we all want to know if the short seller is:

An honest broker alerting us to a real problem
with Tyro; or.
A manipulative bunch simply trying to make
money out of a company that’s had a
temporary but significant problem with its
card-swiping machines?

The short seller is a mob called Viceroy, which is
overseas-owned with a couple of locals, who
contribute to the analysis of companies that ultimately
get smashed, after journalists publish the summary
findings of a more sizeable report.

Being overseas-based means they can’t be sued if
they’re wrong or gilding the lily to make money.

Viceroy stuck it to Wisetech (WTC) late last year and
the share price copped it, but the company’s
response has minimised the damage. WTC was
accused of creating “fake value” via its many
acquisitions. Returning fire,  its chief financial officer
Andrew Cartledge told the SMH in response that he
had “serious concerns” over the claims, which he
says “lacked understanding of the firm’s acquisition
strategy and the risk, cost and time involved in
developing technology internally versus acquiring it”.

Let’s have a look at how the stock market responded
to all this argy bargy, in order to see what might
happen when Tyro returns fire some time before

trading re-opens tomorrow to guess what might
happen to the share price. In case you missed it, the
stock’s price fell 11% on the news but it was already
falling, undoubtedly helped by the short-seller sales
before they announced the market-hitting news.

Wisetech (WTC)

The late December bagging of WTC by Viceroy took
the share price down from around $32 to $28, but it
has seemingly arrested the sell off.

Back to Tyro and in last Monday’s Switzer Report, I
underlined the problems the company was having
with its terminals and many small business
customers.

Tyro one year
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That said, I never expected it to be the target of a
short seller because I rated the company, the
management and the board. Of course, the current
problem was unforeseen and is a software problem
that ultimately could hurt the company’s reputation
and will involve compensation costs, which will hurt
future profitability.

However, there are a lot of uncertain issues that
surprise me that Viceroy has so much confidence
about. One might be how quickly a small business
customer will desert the service — that’s guesswork.

And then no one has mentioned the possibility that
the company that’s alleged to have provided the
faulty terminals to Tyro (one of the biggest players in
this space) could be targeted for compensation, for
which they should have product liability insurance.

It would be churlish to argue that all Viceroy’s
analysis is wrong and coloured to help them make
money by bringing the share price down, at which
they would be a buyer of the stocks of this currently
‘troubled’ company.

It will take time to work out who knows best —Tyro’s
CEO Robbie Cooke or Viceroy. But therein lies the
investment decision and opportunity.

If Robbie Cook trumps Viceroy, then $2.32 looks like
good value. And right now, FNArena’s analysts’
collective view says the 5th biggest merchant
acquiring bank has a whopping 84.6% upside!

The big battleground has to be over how many
merchants and their terminals have been put out of
action for a week. Viceroy says 50%. But when I
inquired earlier last week before the short-seller
report was released, the company was saying a much
smaller number.

Because we haven’t heard from the company, it’s
too soon to give a full assessment of whether Tyro is
a buy or a sell. But let me throw a few in unforgettable
points about this company, which has me keener to
be a buyer rather than a seller tomorrow.

1. Fund managers like Julia Lee of Burman
Invest and Jun Bei Liu have been consistent
fans of the company. I respect their analyses.

2. Not long ago, the stock analyst Simply Wall
Street gave the company a positive wrap and
underlined its lack of debt.

3. The earlier falls in the share price were
undoubtedly part-related to the reclosure of
the borders in December, which affected
hospitality. This company’s bread and butter
is in this sector.

4. There have been some share sales by
directors, which will always unsettle a share
price.

5. One fund manager who looked at the weekly
update from the company says “on the latest
numbers, there’s no way 50% of terminals
have been bricked.”

Ultimately, what happens tomorrow with the share
price will depend on Robbie Cooke’s return of
service, answering Viceroy’s allegations. I suspect
there are a lot of informed investors itching to get a
piece of Tyro at $2.32.

As an investor in the company, I hope I’m right but it
is a work-in-progress. We are in the hands of Robbie
and the media’s reaction.

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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Our portfolios for 2021
by Paul Rickard

 
The purpose of our model portfolios (income and
growth) is to demonstrate an approach to portfolio
construction that SMSFs or personal investors could
apply.

We have made some minor changes to our portfolios
for 2021 to take into account the dominant investment
themes that we expect to apply. We have also
rebalanced the portfolios.

Recap on portfolio objectives and performance

The objective of the income portfolio is to deliver tax
advantaged income whilst broadly tracking the
S&P/ASX 200.

Typically, it has delivered an income return of around
4.5% to 5% pa, with the balance of the return
comprising capital gain or loss. In 2020, the income
return was impacted by Covid-19, dropping to 3.5%
as many companies curtailed the payment of
dividends.

The table below shows the total performance of the
income portfolio and that of the benchmark S&P/ASX
200. Over the eight years since 2013, it has delivered
an annualized average return of 8.14% pa compared
to the index return of 8.90%. These figures don’t
include the benefits of franking credits or from
participating in capital actions such as off-market
share buybacks or share purchase plans.

The objective of the growth portfolio is to

outperform the S&P/ASX 200 market over the
medium term, whilst closely tracking the index.

The table below shows the performance of the growth
portfolio and that of the benchmark S&P/ASX 200. 
Over the eight years since 2013, it has delivered an
annualized average return of 9.89% pa,
outperforming the index by 0.99% pa.

Portfolio construction rules

The construction rules for the portfolios are:

we use a ‘top down approach’ looking at the
prospects for each of the industry sectors;
for the income portfolio, we introduce biases
that favour lower PE, higher yielding sectors;
so that we are not overly exposed to a market
move, in the major sectors (financials and
materials), our sector biases will not be more
than 33% away from index. For example, the
weighting of the ‘materials’ sector on the
S&P/ASX 200 is currently 20.3%, and under
this rule, our possible portfolio weighting is in
the range from 13.5% to 27.1% (i.e. plus or
minus one third or 6.8%);
we require 20 to 30 stocks (less than 10 is
insufficient diversification, over 30 it is too
hard to monitor), and have set a minimum
stock investment size of $2,500;
our stock universe is confined to the ASX 150.
This has important implications for the growth
portfolio, because the stocks with the best
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medium term growth prospects will often
come from outside this group (the so called
‘small’ caps);
for the income portfolio, we prioritise stocks
that pay fully franked dividends and have a
consistent record of paying dividends; and
within a sector, the stocks are broadly
weighted to their respective index weights,
although there are some biases.

Investment themes and sector outlook for 2021

Our investment themes and ASX sector views are
detailed in the ‘Investment Outlook 2021 eBook’ and
the article ‘How to play the Australian Stock market
in 2021” (see 
https://switzersuperreport.com.au/investment-outlook-
2021-ebook/ )

In summary, we expect the following major
investment themes:

Record spending by governments and
ultra-low interest rates will propel economic
growth and stocks higher – the bull market will
clock up a 13th year;
The US dollar is set to weaken further,
meaning that the Aussie dollar will go higher
in 2021, potentially up into the eighties. This
will impact the earnings and be a dampener
on the share price  of Aussie companies
operating globally;
A weaker US dollar, plus a general pick up in
global economic activity, will be supportive for
hard commodities;
Although the Reserve Bank will keep the cash
rate at 0.10%, we will follow the lead of the
US with a steepening yield curve and higher
bond yields; and
Commercial property will feel the ongoing
impact from Covid-19, with permanent
changes to the way we go about working and
shopping.

From these themes and other data, we determined
our sector views expressed as a bias relative to the
sector’s market weighting.

* ASX 200 index weights as of 31 December 2020 

Overall, our sector views are not particularly strong
and so the biases will be relatively small.

Income portfolio

The objective of the income portfolio is to deliver tax
advantaged income whilst broadly tracking the
S&P/ASX 200.

On a sector basis, the biases for the income portfolio
in 2021 are fairly minor. It is overweight financials (in
order to find income) and consumer facing sectors,
and underweight health care and information
technology (where there are very few medium
yielding stocks).

In the expectation that interest rates in Australia are
staying at record low levels, it has a defensive
orientation and a bias to yield style stocks. In a bull
market, we expect that the income portfolio will
underperform relative to the broader market due to
the underweight position in growth oriented sectors
and the stock selections being more defensive, and
conversely in a bear market, it should moderately
outperform.

Changes to the portfolio from 2020 are the inclusion
of Bega Cheese, Sonic Health Care, Aurizon and
Charter Hall Long WALE REIT, and the removal of
Orora and Dexus.

Using consensus analyst forecasts from FN Arena,
the income portfolio has the following characteristics:

Forecast Price Earnings (PE) for
2021:                                  37.3 times
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Forecast PE for 2021 (excluding Transurban and
IAG):     21.2 times

Forecast Dividend Yield for 2021:                               
          4.04% pa

Franking:                                                                     
              77.0% (estimated)

The forecast dividend yield of 4.04% is based on
stock prices as of 31 December 2020. It is higher
than the yield achieved in 2020, but down on 2019
due to a trend of lower payout ratios, higher stock
prices and the absence of special dividends. The
franking percentage has been reduced by the
inclusion of stocks such as  Transurban, APA,
Charter Hall Long WALE REIT, Amcor, CSL and to a
lesser extent, Macquarie, Sonic and ANZ.

For an SMSF in the accumulation phase, the forecast
4.04% dividend yield translates to an income return of
4.7% (after tax), and for a fund in pension phase, to
5.4%.

Our income portfolio per $100,000 invested (using
prices at the close of business on 31 December
2020) is:

Growth portfolio

The objective of the growth portfolio is to
outperform the S&P/ASX 200 market over the
medium term, whilst closely tracking the index.

The growth portfolio in 2021 is moderately overweight

consumer facing sectors and information technology.
It is underweight industrials, real estate and utilities.
Overall, the sector biases are not strong.

Changes from 2020 are the inclusion of Treasury
Wine Estates, Sonic Health Care, Qantas, Appen,
Next DC and Lend Lease. Exclusions are Ramsay
Health, Seek and Orora. Stocks which are exposed to
an appreciating Aussie dollar have generally been
down-weighted.

Using consensus broker forecasts from FN Arena, the
portfolio has the following characteristics:

Forecast Price Earnings (PE) multiple for
2021:                               60.9 times

Forecast PE for 2021 (excluding Xero, Qantas and
NextDC):         23.0 times

Forecast Dividend Yield for 2021:                               
                       2.85%

Franking:                                                                     
                            80.9% (estimated)

Our growth portfolio per $100,000 invested (using
prices as at the close of business on 31 December
2020) is as follows:

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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The electronic vehicle revolution’s here and
there’s 3 stocks I’m watching!
by James Dunn

 
Given Australia’s long history as a resources-based
economy, for many Australian investors, it’s natural
when thinking about how to invest in the growing
electric vehicle (EV) revolution, to think of resources
inputs – the metals that electronic vehicles need. And
that is a logical way to approach it, as Switzer Report 
did last June – all of those battery metals stories
remain relevant.

But there is also a small group of ASX listed
companies that are more closely involved with EV
batteries than supplying metals.

Here are 3 of the most intriguing.

1. Magnis Energy Technologies (MNS, 17.5 cents)
Market capitalisation: $128 million
FY20 revenue: $851,880
FY20 EPS: –1.1 cents
Analysts’ consensus valuation: n/a

Sydney-based Magnis Energy Technologies is
making impressive strides in batteries with its
proprietary graphite-silicon anode technology, which it
is combining with the technology of its US partner
C4V (of which Magnis owns 10%) to develop
lithium-ion batteries (LIBs) capable of a higher
voltage and very fast charging times for electric
vehicles.

C4V has developed a bio-mineralised lithium
manganese phosphate (BMLMP) cathode, and the
batteries made with the combined technologies have
shown excellent results in testing with EVs – last July,
tests showed that EV batteries developed by C4V
could achieve 85% charging in six minutes, using
unoptimised cells. This testing continues, using
battery cells optimised for very fast charging, with
several unnamed EV makers involved. Aside from
being very fast-charging, the C4V batteries can be a

cheaper alternative than current EV batteries, as well
as having a less-volatile supply chain, because they
don’t use nickel or cobalt.

British company Maritime Tactical Systems (Martac)
has been using C4V batteries in its unmanned
surface vessel USV) products since May 2019, and is
an important test-bed for the products. Late last year,
Magnis kicked-off a demonstration program in New
York using an extra-fast charging (EFC) system from
C4V in New York City buses. Earlier this month, C4V
was chosen to provide a lithium-ion battery for a US
Department of Energy project to test a solar plant
control and stability framework that includes battery
storage.

Magnis and C4V propose to make their EFC batteries
firstly at Endicott in New York state, through IM3NY
(of which Magnis owns 57.9%) and then in
Townsville, Queensland. The company says
production could begin in Endicott, at gigawatt scale,
later this year, in what will be one of the largest batter
plants in the US. It says the fully permitted Townsville
plant could be operational by 2024.

Magnis also has its own potential supply of natural
flake graphite, which is used in the LIB anode – it is
where the lithium metal is oxidised – through its
wholly owned Nachu graphite project in Tanzania.
This world-class graphite deposit is fully permitted
and Magnis says it is “shovel-ready,” pending
financing. The graphite material from Nachu, which is
up to 99.95% purity, can go into Magnis/C4V
batteries as well as to other battery makers.

Magnis boasts some impressive battery intellectual
firepower: the company’s board features Professor
Stanley Whittingham, of Binghamton University, State
University of New York, who was a joint recipient of
the 2019 Nobel Prize in Chemistry for his pioneering
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contribution to the development of the LIB.

2. Rectifier Technologies (RFT, 3.7 cents)
Market capitalisation: $51 million
FY20 revenue: $15.86 million
FY20 EPS: 0.1 cents
Analysts’ consensus valuation: n/a

Listed in 1994, Melbourne-based Rectifier
Technologies (RFT) started out designing and making
“rectifiers” – electrical devices that convert
alternating current (AC), which periodically reverses
direction, to direct current (DC), which flows in only
one direction – mainly for the global telecom markets.
Rectifier was successful in globally licensing its
technology throughout the 90s, and also produced
specialised electronic and magnetic components.

In the early 2000s, Rectifier became a listed company
by merging into ICE Corporation (later renamed to
Rectifier Technologies Ltd) and Protran
Technologies, a leading Australian manufacturer of
magnetic components for AC-DC converters.

Rectifier makes a range of products that are suitable
for EV charging, energy-hungry applications, such as
Internet Data Centre Power Systems, and anywhere
that a DC uninterruptible power supply (UPS) is
required, in areas such as telecoms, utilities, defence
and the oil and gas industry.

The company’s expertise in the design and
manufacture of switched-mode power converters
flowed seamlessly into high-efficiency battery
chargers, and charging EVs is quickly becoming the
main game. Rectifier now has a number of global
customers, including the impressive Brisbane-based
EV fast-charger maker Tritium, which supplies DC
fast chargers to major EV charging networks, such as
Europe’s Ionity. Rectifier is a preferred supplier to
Tritium, which is launching the world’s first
“pay-as-you-go” saleable charging platform.

In August last year, Rectifier launched its first
two-way electric vehicle (EV) charger, that will allow
homes and businesses to not only charge an EV, but
also sell excess power back to the grid. Known as
“vehicle-to-grid” (V2G), this technology allows
owners of EVs with bi-directional charging
capabilities, such as the Nissan Leaf, to sell power

back to the grid during times of peak demand, helping
to cut their own power bills.

Rectifier has branded the product Highbury, and
expects to have its wall-mounted Highbury DC
slim-line bidirectional charger – designed with
carports and tight car parking spaces in mind – on the
market later this year, pending certification. The unit
is a high-efficiency electric vehicle charger, delivering
up to 7kW of DC power. While the Highbury DC unit
will initially be certified for V2G operations, Rectifer
expects that in time, consumers can expect to see
vehicle-to-home (V2H) capability – which would allow
an EV to charge a home battery – become available.
In effect, this allows vehicles to become a distributed
energy resource, helping the grid and rewarding
vehicle owners: when there is high electricity
demand, the Highbury will be able to export energy
and earn a return that offsets the cost of the electricity
consumed.

After the initial Highbury DC product hits the market,
Rectifier plans to launch an 11kW, three-phase
Highbury for faster charging and greater energy
export capability, for commercial vehicle owners.

Rectifier has manufacturing operations in Australia
and Malaysia and a distribution hub in Singapore. At
present, about 90% of sales are made to five key
customers in Australia, Singapore and North America.

Rectifier is profitable, and paid a 0.1 cent per share
fully franked final dividend for FY20.

3. NOVONIX (NVX, $1.58)
Market capitalisation: $662 million
FY20 revenue: $4.25 million
FY20 EPS: –14.7 cents
Analysts’ consensus valuation: $1.33

Brisbane-based NOVONIX is an integrated developer
and supplier of high-performance materials – in
particular, graphene-based anodes – and equipment
and services for the global lithium-ion battery (LIB)
industry, with operations in the USA and Canada, and
sales in 14 countries. The company is listed on the
ASX, the OTC market in North America and the
Deutsche Borse.

Formerly known as GraphiteCorp, in 2017 the

09Monday 18 January 2021



company struck transformational deals with two North
American groups, NOVONIX and Coulometrics,
which turned it into a supplier of advanced battery
materials, equipment and services to the global LIB
market. NOVONIX develops, manufactures and sells
high-precision battery cell testing equipment used by
leading battery makers, equipment manufacturers
and research organisations including Apple,
Microsoft, TESLA, Panasonic, Honda, Samsung,
Bosch and GM; the company’s exclusive joint
venture with Tennessee-based Coulometrics, called
PUREgraphite, develops, manufactures and sells
high-performance anode materials.

NOVONIX focuses on improving batteries not only for
electric vehicles and renewable energy storage, but
phones, laptops and cordless equipment. its
customer base includes global car makers, battery
manufacturers, consumer electronics companies,
medical device makers and battery laboratories.
NOVONIX says its anode material processing
technology is one example of delivering lower-cost,
high-performance graphite to support long-cycle-life
battery applications, while its dry particle
micro-granulation (DPMG) process is another,
through its ability to eliminate wastewater and use
simpler metal inputs to reduce cathode manufacturing
cost, or improve yield in anode manufacturing. For
example, TESLA said at its Battery Day presentation
in November that the existing manufacturing cost of
EV battery cathode is “far too expensive and
wasteful” – NOVONIX believes its technology can
help in this regard.

NOVONIX’s PUREgraphite anode material plant in
Chattanooga, Tennessee is ramping up capacity to
2,000 tonnes a year of synthetic graphite, which
includes supply of an initial 500 tonnes to Samsung
SDI, one of the world’s largest LIB makers, for EV
batteries. NOVONIX recently struck a strategic
alliance with US-based Harper International
Corporation to develop specialised furnace
technology that will enhance its synthetic graphite
manufacturing process. The company also has a
non-binding agreement with Sanyo (a wholly-owned
subsidiary of Panasonic Corporation), another leading
battery producer, to assess production materials from
this plant. Working with Samsung and Sanyo,
NOVONIX has agreements with the two largest global
LIB makers, representing between them 40% of the

global market.

NOVONIX says annual passenger EV sales are on
track to rise to 10 million per year in 2025, 28 million
in 2028 and 56 million by 2040, To fill this demand for
EV growth, it says there are 99 LIB mega-factories in
the pipeline with over 2,000 gigawatt hours (GWh) of
capacity for 2028: as a result, demand for
high-performance battery materials is expected to
grow by seven times, by 2030.

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

 
Brokers in the FNArena database have ushered in
2021 with an even balance of nine upgrades and
downgrades to ASX listed companies for the week
ending Friday January 15.

Boral was the only company to receive two ratings
adjustments (upgrades) by separate brokers. Morgan
Stanley expects infrastructure-focused stimulus to
have positive benefits in Australia and gather
momentum in the US. Asset sale potential and likely
cost out are considered additional tailwinds.

Meanwhile, Ord Minnett upgraded the company’s
rating while simultaneously expressing reservations
about the outlook for the fly ash operations in the US.
This is due to the structural decline of US coal-fired
power.

During the week Morgans and Ord Minnett undertook
an oil and gas review. As a result, Karoon Energy, Oil
Search and Santos dominated the table for largest
percentage upgrades to earnings estimates.

Morgans suggests now is an opportune time to invest
in the oil and gas sector after gaining further
conviction both oil and LNG markets have moved off
their lows. Ord Minnett now has Brent priced at
US$53/bbl in 2021 and US$50/bbl in 2022 and 2023.
The broker considers the most preferred sector
exposures are Santos, Beach Energy and then Oil
Search.

Macquarie’s Commodities Strategy team upgraded
short-term, medium-term and long-term nickel price
forecasts by 7-8%, 10-13% and 3%, respectively.
This elevated Western Areas to third on the table for
percentage earnings upgrades. Both Accent Group
and ARB Corp also received material forecast
earnings upgrades from brokers for the reasons
explained in prior paragraphs.

Earnings forecasts were also revised down as a
result of the separate oil and gas reviews undertaken
by Morgans and Ord Minnett. Both brokers lowered
forecast earnings for Cooper Energy, while Ord
Minnett also lowered forecasts for Viva Energy
Group.

Finally, UBS performed a mark-to-market exercise for
Australian financials and insurers. As a result, both
QBE Insurance and Insurance Australia Group were
among the largest percentage falls in forecasts
earnings for the week.

In the good books

BORAL LIMITED (BLD) was upgraded to
Overweight from Equal-weight by Morgan
Stanley B/H/S: 3/2/0

Morgan Stanley believes housing momentum is
expected to continue into 2021 in the key markets led
by affordability, stimulus, changing consumer
preferences and a low-rate environment continue.
The broker expects infrastructure-focused stimulus to
contribute in Australia and gather momentum in the
US. As a result, Morgan Stanley retains a preference
for Boral given end market momentum, asset sale
potential and likely cost out. Rating upgraded to
Overweight from Equal-weight rating. Target rises to
$5.80 from $4.80. Industry view is Cautious.

FISHER & PAYKEL HEALTHCARE
CORPORATION LIMITED (FPH) was upgraded to
Neutral from Underperform by Credit
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Suisse B/H/S: 1/1/2

Following a period of share price underperformance,
coupled with the ongoing surge in covid-19
hospitalisations in America and Europe, Credit Suisse
believes there is strong valuation support for the
company’s share price. The broker lifts FY21-23
profit (NPAT) estimates by 7%, 2% and 1%,
respectively, to reflect a likely stronger demand for
consumables. The rating is upgraded to Neutral from
Underperform and the target rises to NZ$33.55 from
NZ$31.

INCITEC PIVOT LIMITED (IPL) was upgraded to
Overweight from Equal-weight by Morgan
Stanley B/H/S: 6/1/0

It looks like Morgan Stanley’s wait for a catalyst
for Incitec Pivot is finally over with the broker noting
an improvement in all commodities for the company.
Fertiliser prices are expected to strengthen during
FY21-22 and the broker sees Incitec well-positioned
to benefit from this improving trend. Rating is
upgraded to Overweight from Equal-weight with the
target rising to $2.75 from $2.45. Industry view:
Cautious.

WHITEHAVEN COAL LIMITED (WHC) was
upgraded to Neutral from Underperform by
Macquarie B/H/S: 5/1/0

While production and sales in the second quarter
were on expected lines, the quarter was marred by
damage at a ship loader and Chinese import
restrictions. Managed run-of-mine coal production
guidance has been tightened to 21-22.5mt from
21-22.8mt after incorporating a circa 4% upgrade
to Maules Creek guidance and reducing the Narrabri
guidance by circa -10%. Since run-of-mine coal
production in the first half accounts for only about
43% of guidance, Macquarie believes there will be a
step-up in the second half volumes. Rating is
upgraded to Neutral from Underperform with the
target price rising to $1.80 from $1.30.

In the not-so-good books

ADBRI LIMITED (ABC) was downgraded to
Underweight from Overweight by Morgan
Stanley B/H/S: 0/4/3

Despite the loss of the Alcoa lime supply
contract, Adbri’s share price recovered after the
initial significant fall and ended off just 4% across the
year. Morgan Stanley sees the valuation as relatively
fully priced especially given the relatively modest
earnings growth. This prompts the broker to
downgrade its rating to Underweight given better
upside elsewhere in the sector. Rating is downgraded
to Underweight from Overweight. Target falls to $3.30
from $3.60. Industry view: Cautious.

ORORA LIMITED (ORA) was downgraded to
Equal-weight from Overweight by Morgan
Stanley B/H/S: 0/7/0

Morgan Stanley believes packaging stocks are a
valuable defensive addition but favour Amcor (AMC)
which the broker considers a quality defensive name
with an attractive yield. While Orora offers a similar
yield along with upside from better performance in the
North America segment, concerns around wine
volume prompt caution and lead the broker to
downgrade its rating to Equal-weight from
Overweight. The target price falls to $3 from $3.40.
Industry view: Cautious.

PACT GROUP HOLDINGS LTD (PGH) was
downgraded to Underweight from Equal-weight
by Morgan Stanley B/H/S: 1/3/1

While Morgan Stanley’s earnings forecast for Pact
Group Holdings remains unchanged, the stock has
traded beyond the broker’s price target and is thus
the least attractive among packaging companies with
the broker preferring Amcor (AMC) and Orora (ORA).
The broker believes the key to performance for the
group will be delivery on key turnaround milestones
and progress on the targeted sale of the contract
manufacturing business. Since those remain
uncertain, the broker adopts a wait and watch
approach. Rating is downgraded to Underweight from
Overweight. Target is unchanged at $2.60. Industry
view: Cautious.  
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PREMIER INVESTMENTS LIMITED (PMV) was
downgraded to Neutral from Buy by UBS B/H/S:
1/4/0

Premier Investments’ first-half operating income
guidance is circa 80% ahead of UBS’s expectations
led by strong sales momentum and higher gross
margins. While UBS is optimistic on the outlook for
the next 12-24 months (driven by a falling AUD and
potential rent reductions), the circa 52% share price
rally over the last few months may mean this strong
outlook has already been priced in. Rating is
downgraded to Neutral from Buy with the target rising
to $24.50 from $20.50.

Earnings forecast

Listed below are the companies that have had their
forecast current year earnings raised or lowered by
the brokers last week. The qualification is that the
stock must be covered by at least two brokers. The
table shows the previous forecast on an earnings per
share basis, the new forecast, and the percentage
change.

The above was compiled from reports on FNArena.
The FNArena database tabulates the views of seven
major Australian and international stockbrokers: Citi,
Credit Suisse, Macquarie, Morgan Stanley, Morgans,
Ord Minnett and UBS. Important: This content has
been prepared without taking account of the
objectives, financial situation or needs of any
particular individual. It does not constitute formal
advice. Consider the appropriateness of the
information in regard to your circumstances.
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