
 

June 2020 — Over the Horizon Market Commentary by David Offer 
 

As of mid-July, Australia enters a key period in the battle against Covid-19.  Following breaches in hotel quarantine 
protocols, community transmission has erupted in Victoria. Melbourne is now 1 week into a 6 week shut down and the 
Victorian border has been closed other than for essential travel.  Even more worrying is that community transmission has 
now spread into NSW, with 21 new cases reported Monday. Truck drivers transporting goods out of Victoria are 
suspected to be the primary cause of the transmission.  The location of NSW cases suggests that those inadvertently 
spreading Covid-19 could also be transporting goods into Queensland.   
 
The next few days will be critical.  By the end of the week we will have a good understanding as to whether Victoria is 
showing signs of success in stemming the tide of community infection.  Likewise, whether Sydney is likely to face a 
shutdown of its own to curb its community outbreak.   
 
Talking to people in Melbourne, the mood is sombre and one of frustration.  While subsequent outbreaks were not 
unexpected, it is particularly disappointing to experience the size of the Melbourne outbreak 4 months into the 
pandemic and given the circumstances of how it originated, in part due to security guards fraternizing with those in 
quarantine.  Just as businesses holding on by the skin of their teeth were moving to reopen, they have now been forced 
to shut down again for another unspecified period of time.  The economic damage will be significant and likely to be too 
much for many to recover from a second time. 
 
It is just as well the Federal Government ‘found’ $70 billion from its initial Covid-19 stimulus package as these monies 
look like they will be required in the months ahead. 
 
Western Australia must be one of the best places in the world to sit out a pandemic and we have been incredibly 
fortunate to date.  However, just one infected truck driver coming over from Victoria or one hotel quarantine breach 
could change all that. Let’s hope our State Government and front line workers continue to remain ever vigilant.  
 
The response by our share market to the above, as well as share markets in general around the world to the pandemic in 
general as it continues to spread, has been nothing short of cavalier!  Lead by the US Federal Reserve, central banks 
globally have pushed interest rates down to record lows.  Shares are one of the few places investors have a chance to 
obtain any return at all.  In the short term, this appears to have given investors a leave pass to leave their brains at the 
door and engage in some good old fashioned speculation.  This is playing out through extraordinary and unprecedented 
valuations in companies that are selling something new (usually technology driven) or something that can be marketed 
globally. 
 
A good example in Australia is Afterpay, which is presently trading at $70, up from $10 during the lows of March.  This 
business is aimed at millennials to allow them to buy goods now and to pay off the debt over 6 weeks in 4 instalments at 
no cost, providing each instalment is met.  It is a novel way to provide credit where ‘everybody wins’, except the retailer 
who incurs the cost through charges from Afterpay at approximately 2% of the sale price of the goods sold.  Afterpay has 
achieved extraordinary penetration into the Australian retail market and is now offered by most major retailers.  The 
Company is now focused  
 
on growth in the UK and America.  Launched in just 2015, it is an extraordinary success story and deserves many of the 
accolades it receives.  However, at a value of $20 billion, is it really worth nearly 40 times current revenue, particularly 
when it continues to lose money?  No wonder the founders are selling down their shares … who could blame them!  At 
$70, Afterpay is now a top 20 Australian company.  This means that index funds are forced to buy shares in the Company 
and this will likely provide share price support in the short term.  However, should the gloss wear off or the Company 
stumbles and the share price starts to slide, these same forced buyers will become forced sellers. I will be happy to 
continue to watch from the side lines. 
 



 

 
Afterpay is not unique.  For example, Tesla is now the most expensive car company in the world … and it is yet to make a 
full year profit.  Compare Tesla to Toyota, which last year sold 10 million vehicles, generated sales of $US272.3 billion and 
reported a profit of over $US20 billion.   
 
Approximately 25% of the value of global share markets now comprises of ‘futuristic’ technology companies.  In the US, 
17.5% of the value the S&P 500 comprise of just 5 companies, Apple, Microsoft, Alphabet, Amazon and Facebook.  These 
are great businesses, but their future potential would certainly appear to be recognised by investors at this time. 
 
Share markets are presently polarised.  The glamourous new technology growth oriented companies are clearly 
dominating and lauding over more traditional and boring ‘old world’ value companies.  The current market feels a lot like 
the dot.com bubble of the late 90s.  Time will tell. 
 
With the Covid-19 pandemic spreading globally at an increasing rate, it is prudent to remain cautious.  However, there 
appears to be opportunities re-emerging, including in businesses that will hopefully be relatively insulated from the worst 
of Covid-19.  Examples include; 
 
Cimic Group (CIM) – Formerly Leightons $21.50. 
 

 
 
CIM has noted that the outlook across its core markets remains positive, notwithstanding the short-term impacts of 
COVID-19. Mining services proving resilient and stimulus packages announced by governments should support core 
construction and services markets with further public private partnership opportunities expected.  CIM is in a strong 
liquidity position with minimal debt and has work in hand of $36.1b, which equates to over 2 years of revenue. Major 
shareholder Hochtief now owns 75.7% of CIM and continues to slowly build its stake suggesting there is a likelihood of a 
full takeover offer at some point in the future.  The Company trades on undemanding prospective PE multiple of 10X and 
prospective dividend yield of 5% fully franked. 
 
 



 

Tassal Group Limited - (TGR) $3.61 
 

 
 
With the cost of meat increasing, salmon is an increasingly attractive and healthy alternative.  Tassal dominates salmon 
farming in Australia in a duopoly arrangement with smaller competitor Huon.  Last year the business raised additional 
funds at $4.40 to further fund growth into prawn farming. which should materialise into higher profits over the next 5 
years.  Fortuitously, pre Covid-19 the Company switched its focus almost entirely to domestic sales, cemented with a new 
long term contract with Coles supermarkets.  Baring biosecurity issues and extreme water temperature shocks, which 
should both reduce as the Company widens it operating footprint, we view Tassal as a defensive growth share on an 
undemanding PE multiple of 12.5X that should be well supported by a 5% fully franked dividend yield. 
 
360Life (360) – $2.65 - Speculative Buy 
 

 
 

Life360 is an Australian listed technology company that is based in San Francisco.   Being listed in Australia, the 
Company may have flown under the radar when compared to some of its US listed peers.  The Company has a 
mobile app that allows family members (or groups of people) to track the location of their loved ones.  The 
Company is enjoying rapid revenue growth (2019 revenue was up 84% on 2018 revenue) and increase in subscriber 
numbers (43% year on year growth in Paying Circles).  As well as rolling out new user pay features and growing 
subscriber numbers, the opportunity also exists to monetise the data it collects from third parties such as with 
automotive insurers.  The Company has adequate cash to fund the next few years of growth and continue with its 
substantial research and development spend. The appeal of Life360 is that there is scope for this app to be used on 
a global basis.  It is presently available in 12 languages and operates in 195 countries. 
 



 

Within my family (that includes three young children, two of which are teenagers), this app is now installed on all 
our family phones.  With features that include tracking driving behaviour, including whether mobile phones are 
being used while driving, I expect this app will remain on our family phones indefintely.   
 
If you would like to discuss your portfolio or any of the above in more detail, please do not hesitate to contact our 
office.  We would welcome your call.  Please continue to take care and stay safe. 
 
David Offer   
Investment & Financial Advisor 
phone: 08 9791 9188 
fax: 08 9791 9187 
email: david.offer@horizonis.com.au 
website: www.horizoninvestmentsolutions.com.au 
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