Monday 2 November 2015

Which bank?
We might have the race that stops the nation at 3pm tomorrow, but half an hour earlier, the RBA Board
will release its cash rate decision that could affect the nation! I want them to cut but I have doubts –
the Big Bank is cautious. In terms of bank stocks, there might be a lot of negativity around them at the
moment, so today I look at whether they’re a good buy (and I also provide some Cup Day tips!).
Also in today’s Switzer Super Report, James Dunn reveals dollar dazzlers, five to be exact, that have
good prospects. Paul Rickard provides an update on how the growth and income portfolios performed
in October. In Buy, Sell, Hold – what the brokers say, brokers upgraded Telstra but downgraded
ANZ. And in Super Stock Selectors, TPG and Bega made it to the likes list, while Fortescue was on
the dislike list.
Sincerely,

Peter Switzer
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Portfolios move higher in October
by Paul Rickard
After a couple of very soft months, the Australian
share market added 4.3% in October. This was about
half of the gain in the US, where the S&P 500 rose by
8.3%. Our model portfolios followed the market
higher, although our income portfolio was impacted
by the relative weaker performance of the major
stocks.
The income portfolio has underperformed the index
by 0.9%, while the growth portfolio has outperformed
and is 2.3% higher than the benchmark return.
The purpose of the income and growth-oriented
portfolios is to demonstrate an approach to portfolio
construction.
Portfolio Recap

The growth-oriented portfolio takes a different
approach to the sectors in that it introduces biases
that favour the sectors that we judge to have the best
medium term growth prospects. Critically, it also
confines the stock universe to the ASX 100 (there are
many great growth companies outside the top 100).
Performance
The income portfolio is down by 0.36% this calendar
year and the growth oriented portfolio is up by 2.83%
(see tables at the end). Compared to the benchmark
S&P/ASX 200 Accumulation Index (which adds back
income from dividends), the income portfolio has
underperformed the index by 0.89% and the growth
oriented portfolio has outperformed by 2.30%.

In January, we made some adjustments to our
Australian share ‘Income Portfolio’ and ‘Growth
Oriented Portfolio’ (see here and here).
To construct the income portfolio, the processes we
applied included:
using a ‘top down approach’ and introducing
biases that favour lower PE, higher yielding
industry sectors;
to minimise the market tracking risk, adopting
a rule that says that our sector biases in the
major sectors (financials and materials) will
not be more than 33% away from index;
identifying 15 to 20 stocks (less than 10 is
insufficient diversification, over 25 it is too
hard to monitor), with a stock universe
confined to the ASX 100;
within a sector, weighting the stocks broadly
to their respective index weights, although
there are some biases; and
looked for companies that pay franked
dividends and have a consistent earnings
record.
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Most sectors up in October
All sectors except Telecommunications finished
higher in October, with the latter slipping 2.9% as
Telstra remained out of favour and lost 3.7%.
Energy stocks led the way as an improvement in the
oil price, together with a conditional bid for Santos,
saw the sector put on 8.0%. Utilities and Property
Trusts were at the top of the list, adding 7.0% and
5.0% respectively, while Health Care added 6.1%.
Over the course of 2015, the defensive yield sectors
continue to lead the way. Utilities at 21.4% and
A-REIT (property trusts) at 13.2% are amongst the
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best performing sectors. The other clear take is that
the sectors with companies that should benefit from a
lower AUD, such as Industrials and arguably
Consumer Discretionary, are doing relatively better.
Healthcare also continues to be a standout and is up
9.4% this year.
The performance of the major banks continues to
impact the Financials sector (down 1.5% this year),
while oil and weaker commodity prices have taken
their toll on the Energy and Material sectors.
Looking at the composition of the S&P/ASX 200, the
top 20 stocks are underperforming – down 3.8% this
year compared to the index’s 0.5%, while the midcap
50 (stocks ranked 51 to 100 by market capitalisation)
are up 9.8%.
The table below shows the returns for the 11 sectors,
plus their weighting (as at 30 October) of the
S&P/ASX 200.

exposure to financials. Further, following a stellar
performance in 2014, our exposure to property trusts
(the A-REIT sector) is also neutral.
With these sector allocations, we would expect this
portfolio to moderately underperform relative to the
benchmark accumulation index in a strong bull
market, and moderately outperform in a bear market.
At the end of March, we made some changes to the
portfolio. We crystallized our profit on Toll Holdings
following the announcement of its takeover by
Japanese Post; cut our exposure in consumer staples
to go back to index weight by selling (for a small loss)
50% of our position in Woolworths; and reinvested
those proceeds in Woodside, Telstra, Commonwealth
Bank and AMP.
Further changes to the portfolio occurred in May with
the demerger of South32 from BHP (which we
decided to keep), and a 2:25 rights issue to subscribe
for new NAB shares at $28.50 per share. As this
model portfolio does not have access to cash (unless
another share is sold), we assumed that the rights
were sold and used the closing price ($4.99) on their
last day of trading.
In October, the income portfolio put on value but
underperformed against the index. Market interest
moved towards the mid cap and small cap areas, with
the top 20 stocks (as measured by the S&P/ASX 20)
adding 3.2% compared to the broader market gain of
4.4%. In stock news, NAB and ANZ’s full year results
were a touch disappointing, while Telstra remained
out of favour.
Notwithstanding the performance in October and
given that sector weightings are broadly in line, we
don’t propose to make any changes at this point in
time.

Income portfolio
The income portfolio at the start of the year was
overweight consumer staples, utilities and
telecommunications; underweight materials and
energy, and broadly index-weight the other sectors.
Reflecting an expectation that the banks will, over
time, have to raise more capital, we neutralized our
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The income portfolio is forecast to generate a yield of
5.14% in calendar 2015, franked to 88.7%. With most
companies now having declared their final dividend,
this target should be moderately exceeded. Currently,
the portfolio sits at 4.3%, franked to 91.0%.
Our income biased portfolio per $100,000 invested
(using prices as at the close of business on 30
October 2015) is as follows:
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Growth running slightly below trend in
Australia; and
Low oil prices will lead to a rise in consumer
spending in Australia.
This leads to a portfolio with only small biases. We
are marginally overweight the sectors that will benefit
from increased consumer consumption, a lower
Australian dollar or lower oil prices – mainly the
so-called “cyclicals” ( consumer discretionary and
industrials); marginally underweight or index-weight
the yield sectors (financials, utilities,
telecommunications and consumer staples); and
underweight the commodity-exposed sectors
(materials and energy).
Despite healthcare being the second best performing
sector last year, we maintained an overweight
position as the demographic factors are so strong.

Click here to download an excel file
* On 31 March, reduced original $6,000 holding in
Woolworths by 50%, and sold original $4,000 holding
in Toll. $1,901 reinvested in Woodside, $2,000 in
AMP, $3,000 in CBA and $2,000 in Telstra.
** South32 demerged from BHP on a 1:1 basis. NAB
2:25 rights issue – assume sold on last day of trading
at $4.99. CBA 1:23 rights issue at $71.50, assume
sold on last day of trading at $2.01.
Growth portfolio
With our growth-oriented portfolio, we based our
sector exposure on what we expected to be the
predominant investment themes in 2015, which are:
Continued low interest rates (the yield sectors
will continue to perform);
Lower AUD – moving down towards 0.70 US
cents;
Positive lead from the US markets;
No pick up in commodity prices;
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With stock selection, we biased the portfolio to
companies which should benefit from a falling
Australian dollar – either because they earn a major
share of their revenue offshore, and/or report their
earnings in US dollars, such as CSL, Resmed,
Brambles and Computershare. In the Financials, we
pared back our exposure to the major banks, biased
NAB, and included for growth Macquarie and
Challenger. We added online employment and
education group Seek, and stuck with Crown and JB
Hi-Fi from the Consumer Discretionary sector.
At the end of March, the portfolio realized the profit on
its investment in Toll Holdings and like the income
portfolio, cut its exposure in Woolworths. These
proceeds were reinvested in Santos and Westfield.
Further changes to the portfolio occurred in May, with
the demerger of South32 from BHP (which we
decided to keep), and a 2:25 rights issue to subscribe
for new NAB shares at $28.50 per share. As this
model portfolio does not have access to cash (unless
another share is sold), we assumed that the rights
were sold and used the closing price ($4.99) on their
last day of trading.
At the end of August, we cut our exposure to Santos
(for a loss of $1,109) and re-invested the net
proceeds of $2,913 into National Australia Bank.
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In October, the portfolio tracked the market higher,
retaining its relative outperformance. Positive out
performance from Macquarie and Challenger offset
falls by Telstra and JB Hi-Fi, the latter coming after a
very solid rise this year.

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.

Our growth-oriented portfolio per $100,000 invested
(using prices as at the close of business on 30
October) is as follows:

Click here to download an excel file
* On 31 March, reduced original $4,000 holding in
Woolworths by 50%, and sold original $4,000 holding
in Toll. $3,939 reinvested in Santos and $4,000 in
Westfield.
** South32 demerged from BHP on a 1:1 basis. NAB
2:25 rights issue – assume sold on last day of trading
at $4.99. CBA 1:23 rights issue at $71.50, assume
sold on last day of trading at $2.01.
*** Santos acquired on 31 March at $7.14 sold for
$5.13 on 31 August. Net amount of $2,830 reinvested
in NAB at $31.17

Monday 02 November 2015

05

I’m not a bank basher. I’m a bank buyer!
by Peter Switzer
The biggest problem for me buying banks now is that
I got them at such good prices years ago after the
GFC that I am dollar-cost averaging up when I go
long with them now! I reckon a lot of investors face
the same conundrum.

for this negative view on dividends but there could be
two years of capital growth over that period which
could encourage some investors to take profit before
an inevitable recession and market crash comes
along.

Right now there’s a lot of negativity on the banks but
this pessimism is at odds with other developments
that make me more willing to be a bank buyer on any
dips over November.

I hope I can warn all of my subscribers well in
advance of a crash but my argument is that your
portfolio should be crash proof and one way to do that
is to accept that share prices go up and down quite
violently but dividends are very sticky.

If we do some short-term history, we find that only in
March this year, the CBA hit $96.16 but on Friday, it
closed at $76.73, so that’s a 20% slide!

Try to create a portfolio that will keep returning the
income you want while your capital rides the cycle.
In a year a bank dividend can let you down, but over
time they are damn good deliverers! A lot of the
commentary you read is driven by what they think will
happen to share prices. I know many smaller, more
industrial companies will do better share price-wise
over the next two years, but banks will float higher.

Source: Yahoo!7 Finance, 2 November 2015

Other Citi analysts have tipped the S&P/ASX 200
index at 6,200 by the end of 2016, and you reckon
that will happen without the banks making a
contribution?

The bank’s final dividend paid on October 1 was
$2.22 while the previous half-year dividend was
$1.98. So let’s work on a round number of $4.20. If I
buy CBA now and the dividend is sustained, that’s a
yield of 5.4%, and if we throw in franking credits, let’s
round it up to 7%. And it remains 7% if the share
price rises or if the share price falls. Only if the
dividend is cut will it not be 7% for a buyer today.

I showed you on Saturday that seven out of seven
economists told me that current growth of low 2% will
be around 2.6% to 3.2%. Most think around 2.7%, but
three had sneaked their forecasts into the 3% band. If
you think this economy grows at 3% and the banks
don’t take a slice of the action, then you have rocks
in your head.

By the way, in September, Citi analysts told us that
they think banks will have to cut their dividends but
their guess was “over the next three years”!

By the way, the ‘banks will cut their dividends’ story
is not shared by all banking experts. A few months
ago UBS analyst Jonathan Mott argued that the
dividends from the big banks looked safe to him on
his calculations.

Regulation and deteriorating credit quality were cited
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Meanwhile TS Lim of Bell Potter pointed out that
major bank dividends had only been cut on three
occasions in the last 37 years. He said the economic
outlook he held meant he thought dividends were
sustainable.
When I think about banks, I always remember this
chart that shows what happens to $10,000 when you
keep letting your dividends roll.

back negative return quarters in June & September,
the Australian bank index has returned on average
+16.88% from October to April. This has occurred
92% of the time.
“This could easily happen again this year, particularly
with the full year dividends approaching in
October/November for ANZ/NAB/WBC. Those
dividends will be delivered and I think buying
Australian Banks on 6% fully franked yields remains a
sensible investment to my way of thinking.”
A lot of bank bashers are short-term
players/thinkers/commentators but if you are a
long-term player then they still look like pretty good
buys.
That a boy, Charlie!
(For the four-legged lottery on Tuesday, I’m banking
on a Trip to Paris, which I backed in the Caulfield Cup
and was unlucky and The United States is my 20/1
long shot. However, for real experts on the Cup, Tom
Waterhouse will join me on my TV show and
Westpac’s Bill Evans, who is not only a Cup Day rate
cut expert but is also a good judge of horse flesh!)

I know my focus was on CBA so you could be asking
“which bank?” This question used to be used in
episodes of the TV comedy Fast Forward, where they
would criticize banks and ask the question “which
bank?” and the reply was “all the bloody banks!”

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.

I think there are arguments for holding all four, with
ANZ looking the most exposed to bad news but
because it has been hit recently it could be a big
improver.
NAB’s Andrew Thorburn is taking his operation in the
right direction, while Westpac reported pretty well
recently and CBA is a juggernaut, though it does
have a hubris challenge and a few problematic
financial advice ghosts to deal with.
In case you missed it, a few weeks back Charlie
Aitken admitted holding NAB and CBA in his fund and
he gave us a history lesson with:
“It’s worth noting that since 1970 that after back to
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Dollar Dazzlers – five stocks to look at
by James Dunn
A company’s share price does not mean much in
and of itself – only when compared against metrics
such as its earnings, dividend, net asset value, or the
most important number of all, what you paid for it.

for FY17.

But here is a look at five stocks valued at around the
$1 mark that have good prospects.
Peet & Co. Limited (PPC, $1.02)
120-year-old property developer Peet & Co. had a
strong FY15 and is off and running in FY16. The
company’s net profit rose by 22% in FY15, to $38.5
million, on the back of revenue that also rose by 22%,
to $360.9 million. Peet lifted its fully franked dividend
by one cent (28.6%t) to 4.5 cents.
Peet gives investors exposure to ownership and
development of parcels of land, earmarked for future
residential development. It manages and markets
high-quality residential projects, often on behalf of
syndicate, joint venture or co-investment partners.
Peet has projects in every mainland state and
territory, with a land bank of about 47,000 potential
residential lots – with an on-completion value of more
than $11.3 billion, according to the company –
well-balanced between east and west coast markets,
with the highest proportion of managed projects in
Queensland and Western Australia. Peet expects to
have more than 80% of its land bank in various
stages of development by the end of FY17.
Capitalised at $500 million, Peet has a strong balance
sheet, having entered FY16 with net cash and debt
headroom of more than $127 million, and with a
debt/equity ratio of 23.8%. Importantly, the company
has no exposure to the heady Sydney apartment
market. According to FN Arena, the analysts that
follow PPC have a consensus target price on the
stock of $1.48. At the current price PPC is expected
to pay a FY16 dividend yield of 4.7%, rising to 5.1%
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Source: Yahoo!7 Finance, 2 November 2015
Mayne Pharma (MYX, $1.025)
Specialist pharmaceutical company Mayne Pharma
transformed itself in FY15, getting out of long-term
distribution contracts in the US that were crimping its
revenue and profit, and over which it had no control.
In February this year, Mayne Pharma struck a deal to
buy the Doryx acne treatment brand and assets in the
US from Actavis for $US50 million, as part of a
broader push into the market that involved setting up
a new US division. It followed the Doryx deal by
ending its distribution agreement with Mylan for its
Oxycodone products – which have a $US1 billion
market – also taking control of the marketing under its
own label.
The deals diversified Mayne’s US business into an
integrated pharmaceutical business, with operations
in generics, contract pharmaceutical development
services and now specialty brands. The fourth
business is Mayne Pharma International, which
develops, manufactures, markets and distributes
branded and generic products globally.
Mayne says it now has more than 30 pipeline
products in the US, and more than 20 in Australia. It
markets 30 different molecules globally – across 100
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different presentations – and sells products in
10 countries. Mayne also serves 125 contract
customers. The company is valued on the stock
market of $823 million.
On FN Arena’s collation, the analysts’ consensus
expectation for Mayne sees earnings per share (EPS)
almost quadrupling this financial year – from 1.2
cents to 4.2 cents – and following that up with almost
50 per cent growth in FY17, when the dividend is
expected to be reinstated. Analysts have a
consensus share price target of $1.32 on the stock.

Flynn argues that Whitehaven’s coal quality actually
underpins the emissions reductions commitments that
its major trading partners have given, because it
burns more cleanly and it gives off less CO2 than
coal from other sources. Japan in particular is
financing a massive amount of ultra-supercritical
coal-fired power capacity in Asia, as a way to earn
carbon credits (because the new capacity replaces
dirtier generation capacity.) And Asia needs colossal
amounts of power – Flynn argues that Whitehaven is
in the sweet spot to supply a major source of it.
That may not be how everyone sees coal’s future but
the analysts who follow the $1.05 billion stock appear
to share Flynn’s view. On FN Arena’s collation, they
have a consensus price target of $1.55 on WHC.
There is an (unfranked) dividend yield of 0.9%
expected in FY16, rising to 1% in FY17, but that can
be considered an after-thought.

Source: Yahoo!7 Finance, 2 November 2015
Whitehaven Coal (WHC, $1.02)
While some people undoubtedly believe that coal is a
business headed for the scrapheap, Whitehaven Coal
has not received the memo. In fact, the company’s
combative chief executive Paul Flynn makes a very
forceful argument for the business to be on the verge
of major growth, having recently brought its giant
Maules Creek mine in New South Wales online.
It comes down to the product. At the moment,
Whitehaven’s export business is 14% metallurgical
(steel-making) coal and 86 per cent thermal energy
coal. That mix will change as the metallurgical coal at
Maules Creek starts to be accessed. But Whitehaven
produces the high-energy, low-ash, low-sulphur coal
that suits the next-generation power plants that are
being built across Asia – where new
“ultra-supercritical” technology enables electricity to
be generated at much higher levels of carbon
efficiency, and lower emissions, than the present.
This technology wave is booming in Whitehaven’s
biggest customers, Japan, Korea and Taiwan, which
collectively take the vast majority of the miner’s
output.
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Source: Yahoo!7 Finance, 2 November 2015
Transfield Services (TSE, $1.005)
Transfield Services – soon to be renamed
Broadspectrum – is another company where
investment might seem counter-intuitive: Transfield is
most often seen in the media these days as the
operator of the Department of Immigration’s offshore
detention centres on Nauru and Manus Island, which
attract a lot of publicity, none of it good.
That is what is forcing the name change: the
privately-held parent company Transfield Holdings,
which is owned by the sons of founder Franco
Belgiorno-Nettis, wants to distance itself from
Transfield Services.
TSE disputes the social activism campaign against its
Nauru and Manus Island operations, saying that
“values drive what we do,” and that the “care and
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wellbeing of asylum-seekers defines our services.”
Away from the headlines, Transfield Services is a
diversified provider of essential services, operating in
public transport, health, education, social
infrastructure, project management, services to water,
utilities, telecommunications (including the NBN), and
oil and gas. One example of the company’s work is
that it provides more than three million meals a year
to Australia’s armed forces.
Infrastructure maintenance generates 44% of
revenue, with defence, social and property (including
the Immigration work) generating 24%. One-quarter
of revenue comes from North America. The
government/private sector split is 54:46.
TSE has $9.8 billion in contracted revenue, with $2.5
billion to be delivered in FY16. The company says it
has a pipeline of opportunities worth more than $25
billion, including the $9.8 billion of work-in-hand and
$3.6 billion of contracts either short-listed or
preferred. There is a significant weighting towards
government contracts.
According to FN Arena, analysts who follow TSE
have a consensus target price of $1.38 on the stock,
with an (unfranked) dividend yield of 6.2% expected
in FY16, rising to 7.2 per cent in FY17.

from manufacturers and distributors, online, giving
vendors an efficient alternative sales channel for
disposing of excess stock or surplus assets, and
offering customers value and convenience.
Grays offers project management services that cover
the end of project activity, and the valuing and selling
the plant and equipment. For example, it managed
the closure of Mitsubishi’s car plant in Adelaide,
selling $13.3 million worth of plant and equipment.
Grays sells more than 120,000 items every month to
both consumers and businesses. The major
businesses are GraysOnline, Grays Mining and
Grays Asset Services businesses. Grays’ clients
include major corporations, insolvency practitioners,
financiers and banks.
Before abnormal items, GEG returned to profitability
in FY15, generating earnings per share (EPS) of 6.9
cents, but reporting a net loss of $1.2 million.
Revenue rose by 31 per cent, to $192.9 million.
Grays listed on the ASX in November 2014, and is
capitalised at $94 million. On Thomson Reuters’
numbers, the analysts’ consensus price target on the
stock is $1.40. No earnings forecasts are available.

Source: Yahoo!7 Finance, 2 November 2015

Source: Yahoo!7 Finance, 2 November 2015

Grays eCommerce (GEG, $1.01)

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.

Lastly, for a more speculative situation, online retail
and auction company Grays eCommerce is an
interesting proposition. Grays is primarily a
business-to-business (B2B) sales channel, although
Grays Wine is the third largest online wine site in
Australia. Grays is a 100-year-old auction business
that moved online in 2000. The company sells
consumer, industrial and commercial goods, direct
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Buy, Sell, Hold – what the brokers say
by Rudi Filapek-Vandyck
The Australian share market is being hit, with
stockbroker downgrades for individual stocks. No
doubt this contributed to the rather lacklustre
performance as the end of October approached.
In the good books
AUSNET SERVICES (AST) Upgrade to Buy from
Neutral by UBS B/H/S: 2/6/0. The regulator’s draft
decision for the Victorian regulated business was
better than UBS expected and confirmed the
broker’s suspicions that market risk is often higher
than regulatory risk. Revenues are basically locked in
for the next five years. UBS upgrades Ausnet to Buy
from Neutral given the attractive yield on offer. Target
is raised to $1.52 from $1.43.
TELSTRA CORPORATION LIMITED (TLS) Upgrade
to Add from Hold by Morgans B/H/S: 1/5/2. After
the investor briefing, Morgans considers most of the
bad news is now priced in and the outlook has
stabilised. Any investment in a joint venture in the
Philippines is not expected to be as much as
previously feared. The company suggests less than
US$1bn would be needed to put the JV in a positive
position for cash flow. Morgans believes the
risk/reward is positively skewed for Telstra and
upgrades to Add from Hold. Target is steady at $5.93.
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In the not-so-good books
AUSTRALIA & NEW ZEALAND BANKING GROUP
(ANZ) Downgrade to Neutral from Outperform by
Credit Suisse and Downgrade to Neutral from
Overweight by JP Morgan .B/H/S: 3/4/1. FY15
results were modestly disappointing to Credit Suisse.
The broker downgrades estimates by 1.0% and
moves its rating to Neutral from Outperform. Target is
lowered to $30 from $31.
Credit Suisse now prefers the domestic and
consumer oriented major banks, being
Commonwealth Bank (CBA) and Westpac (WBC),
particularly for their Australian mortgage re-pricing
leverage. The FY15 result suggested to JP Morgan it
is time to downgrade to Neutral from Overweight.
FY16 forecasts are downgraded by 3.0%. The broker
supports the decisions to prioritise profitability over
growth but expects it will take time to turn around.
The broker is positive on the margin stability exhibited
in the second half but suspects recent divestments,
difficult trading conditions and elevated cost growth
have taken a toll on returns. Target is lowered to
$31.59 from $33.82.
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have announced a merger agreement. Drillsearch
shareholders will receive 1.25 Beach shares for each
share they own and will own 30% of the merged
entity.
UBS notes Seven Group (SVW), which has a 19.9%
stake in both companies, has signaled it supports the
merger. The broker downgrades to Neutral from Buy
on the news and increases its target to 81c from 80c.
DORAY MINERALS LIMITED (DRM) Downgrade to
Neutral from Outperform by Macquarie B/H/S:
0/1/0. Doray has already pre-released production
numbers but the official report confirmed costs were
in line with expectation. The Deflector project is on
track, Macquarie notes, and mining has commenced
at Judy Lode. It was a solid quarter but Doray has
rallied strongly in recent weeks to catch up to its peer
group. Hence the broker pulls back to Neutral. Target
unchanged at 60c.
DUET GROUP (DUE) Downgrade to Neutral from
Buy by UBS B/H/S: 1/5/1. The regulator’s draft
decision for the Victorian regulated business was
better than UBS expected and confirmed the
broker’s suspicions that market risk is often higher
than regulatory risk. Revenues are basically locked in
for the next five years. The broker downgrades DUET
to Neutral from Buy following recent moves in the
security price. Target is raised to $2.41 from $2.39.

BT INVESTMENT MANAGEMENT LIMITED (BTT)
Downgrade to Sell from Neutral by UBS B/H/S:
3/2/1. The company is seen executing well with FY15
cash profit ahead of UBS forecasts. With equity
markets up 5-10% in the year-to-date, the broker
acknowledges the near-term trends could remain
positive. Still, UBS does not believe the current
elevated level of earnings should be capitalised on
peak multiples. Hence, the rating is downgraded to
Sell from Neutral. Target is raised to $9.75 from
$8.50.
DRILLSEARCH ENERGY LIMITED (DLS)
Downgrade to Neutral from Buy by UBS B/H/S:
2/2/0. Drillsearch Energy and Beach Energy (BPT)
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ERM POWER LIMITED (EPW) Downgrade to Hold
from Add by Morgans B/H/S: 0/3/0. The mid point of
guidance for FY16 provided at the AGM is around
8.0% below FY15, Morgans observes. The broker
notes financing costs are also expected to
rise. Morgans reduces earnings estimates to align
with guidance. Rating is downgraded to Hold from
Add. Target is reduced to $1.96 from $2.64.
EVOLUTION MINING LIMITED (EVN) Downgrade
to Neutral from Outperform by Macquarie B/H/S:
1/5/0. Evolution had already pre-released better than
expected Sep Q production numbers, so no surprises
from the official release. The company will review
production guidance in January, at which point
Macquarie believes cost forecasts will be
lowered. Exploration continues to impress but given
the stock’s 70% rally in two months on an
unchanged A$ gold price, Macquarie is downgrading
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to Neutral. Target rises to $1.60 from $1.50.

Earnings Forecasts

REA GROUP LIMITED (REA) Downgrade to Hold
from Add by Morgans B/H/S: 5/3/0. Ahead of the
quarter result, Morgans downgrades to Hold from Add
given the recent out-performance of the share
price. The quarterly report is considered pivotal, as it
should reveal whether or not yields were sacrificed to
secure the recent surge in depth ad
volumes. Morgans accepts there is some risk of a
substantial upgrade to forecasts. Target is steady at
$48.32.
TABCORP HOLDINGS LIMITED (TAH) Downgrade
to Underweight from Neutral by JP Morgan B/H/S:
3/1/3. The company may be performing well and
making sound strategic decisions but revenue growth
in the first quarter was below JP Morgan’s
expectations.
The broker suspects the stock may pause after
outperforming the market in the year to date. Rating
is downgraded to Underweight from Neutral. Target is
reduced to $4.29 from $4.51.

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 02 November 2015

13

Super Stock Selectors – TPG and Bega
by Staff Reporter
This week, Michael McCarthy from CMC Markets is
branching out from his core portfolio of dividend
paying stocks.

he’ll be looking to buy again at levels around $155.

He’s buying gold producer, Northern Star Resources
(NST), as a portfolio hedge.
“The recent downturn in the broad market gave me
an opportunity to broaden my portfolio…” he says.
“Although my base investment case is that globally
economies and markets are improving, I’m buying
this gold producer in case a crisis emerges. Despite a
strong rally over this year, it’s still trading on a single
digit PE ratio.”
Managing Director at Morgans, Raymond Chan,
thinks momentum is strong for toll-road operator,
Transurban Group (TCL), while Bell Direct’s Julia
Lee says Bega Cheese (BGA) could be worth
considering, as milk prices appear to be at cyclical
lows. “Diversification into a higher value add area –
infant formula – is also a positive,” Lee says.
*SSR as at 29 October 2015
Evan Lucas of IG Markets remains bullish on TPG
Telecom (TPM), and says the company’s integration
of iiNet is “tracking well.”
“…Broadband and bundle is a clear future of
telecoms,” he says.
But what stocks are the experts less keen on?
Raymond Chan has placed Fortescue Metals Group
(FMG) on the dislikes list, and Michael McCarthy
says, despite liking the business, Blackmores’
performance last week indicated a “blow off top”.
And that’s a fair comment, as Blackmores surged to
over $200 in intra-day trading on Thursday before
falling back to close at $167.67 on Friday. He says
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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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