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Company description 

Woolworths Limited (WOW) is a nationally significant retailer with primary interests 

in supermarkets. WOW also has successful operations in discount department 

stores, liquor retailing and hotels, as well as in petrol stations through an alliance 

with Caltex. 

Summary of capital structure 

The highlights of the balance sheet include an enviable working capital position, 

supporting strong conversion of earnings into cash. Gearing levels are moderate, 

with borrowings spread across bank loans and market-traded instruments in AUD 

and USD. A significant land and property portfolio underpins the tangible asset 

base. 

Ord Minnett investment thesis 

Earnings rebasing for the business is not yet complete and further investment may 

be required to drive sales growth. The turnaround in the key food and liquor 

business will take time and carries execution risk. However, for bond investors, 

actions to support the current credit rating will be undoubtedly positive. Market 

share shifts are structural and will continue, but are unlikely to affect the maturity 

schedule of existing bonds.  

 

Investment in supermarkets beginning to bear fruit 

WOW has made a concerted effort to return to positive sales growth in the Food 

division, and the 1H17 confirmed that this had been achieved. This turnaround has 

come at the expense of EBIT, where profits fell by 9.9% on the pcp as investments 

in price, loyalty programs and store appearance all dragged on returns. The key 

negative from the result was the continued poor performance of Big W, which 

swung to an EBIT loss in 1H17 from a $73m profit in the pcp. 

Simplification continues with sale of Petrol business 

Late in 2016 WOW agreed to sell its Petrol operations to BP, with Woolworths likely 

to remain involved in the convenience elements of the division. There are 

opportunities for BP to greatly increase its distribution footprint given that some 500 

outlets are included as part of the sale, and for WOW it releases significant capital 

which can be reinvested in core businesses such as Food.  

    

Table 1: Summary of Listed Bonds 

ASX     Coupon Running Yield to Trading Valuation 

Code Issue Last  Rate Yield Call Margin (%) Opinion 

YTMWOW March 2019 $107.51 6.00%s.a. 5.58% 2.18% 0.30 Good 

Source: IRESS, Ord Minnett estimates  
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Valuation Methodology 

Excellent – Represents compelling value 

based on its credit quality and on a relative 

value basis. 

 

Good – Represents attractive value based 

on either its credit quality or its value 

relative to peers. 

 

Fair – Represents acceptable value for the 

risks attached. 

 

Overvalued – Represents a prospective 

return that does not adequately compensate 

the holder for the risks attached. 
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Figure 1: Analysis of Capital Structure 
 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Company data, Ord Minnett estimates. 

 

 

Assets Liabilities and Equity

Current

Assets Current

$7.4bn Liabilities

$9.0bn

Non-Current Non-Current

Assets Liabilities

$10.0bn $5.7bn

Equity

$8.7bn

Intangibles ($6.0bn)

- Cash $950m

- Receivables $765m

- Inventories $4.6bn

- Assets held for sale $1.1bn

Refer to the Debt Maturity 

Profile on page 5 for further 

information.

Includes Provisions of $1.9bn, 

$1bn of which is for onerous 

contracts relating to Masters.

- PPE $8.3bn

- Deferred Tax Assets $1.1bn

- Other $650m

-Goodwill $3.8bn

- Liquor/Gaming Licences $2bn

Failed investments in Masters 

have affected Retained 

Earnings, but Equity still 

remains well above Intangible 

Assets.
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1H17 Results Review 
 

Woolworths posted 1H17 underlying earnings before interest and tax (EBIT) of 

$1.30 billion, down 14.5% on a year ago but above Ord Minnett’s forecast of $1.27 

billion, with the food business performing better-than-expected although the 

second-half outlook for Big W outlook was disappointing. 

Food sales growth of 3.1% (like-for-like) was much stronger than expected and 

showed strong progress on a quarter-to-quarter basis. Drivers were improved 

execution (labour, availability), price investment, marketing & loyalty, all of which 

improved customer experience, plus undemanding comparable periods. 

Figure 2: Food sales, like-for-like 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Company data 

 
While the losses from home improvement have been worked through the P&L, the 

resolution process has started to show up in the cash flow statement, leading to 

underlying operating cash flow comfortably exceeding estimates primarily on 

working capital improvements. 

Table 2: Operating cash flow reconciliation 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Company data, Ord Minnett estimates  
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Debt Maturity Profile 
 

Figure 3: Debt Outstanding 

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: IRESS, Bloomberg, Company data 

 

In the 2017 financial year there is a USPP note of USD$300m which matures, while 

the Woolworths Notes II were called in November 2016. A Replacement Capital 

Deed is in place, meaning that the company will need to indicate its intention to 

replace the Notes with a similar form of capital instrument as a precondition to being 

permitted to redeem the current tranche of Notes. 

Longer term securities have maturities out to October 2021, and consist of bank 

loans and debt market instruments denominated in USD and JPY. 

WOW’s bond portfolio has a weighted average fixed coupon of 4.23% per annum, 

with a weighted average duration of 3.86 years if you exclude the Woolworths 

Notes II. Including the Notes II, the weighted average maturity extends to 6.03 

years. 
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Key Financial Metrics 
 

Table 2: Core Ratios for Debt Investors 

 

  FY12 FY13 FY14 FY15 FY16 FY17E Trend 

EBIT ($m) 3,433.0 3,626.0 3,775.6 3,758.9 2,564.0 2,592.1 Stable 

EBIT Interest Cover (x) 10.8 8.9 13.9 13.3 10.4 11.3 Stable 

Net Debt / EBIT (x) 1.14 0.99 0.91 0.90 1.33 1.19 Deteriorating 

Free Cash Flow / Net Debt (%) 19.1 22.9 47.3 35.9 33.9 34.3 Stable 

Total Debt / Total Assets (%) 22.0 20.0 18.0 18.6 18.6 16.9 Improving 

Tangible Equity / Total Assets (%) 17.8 19.7 22.0 24.0 11.9 15.4 Deteriorating 

Source: Company data, Ord Minnett estimates 

 

The preservation of a strong balance sheet and an investment grade credit rating is 

paramount for the company. Accordingly, many of the ratios reported above will be 

monitored closely, with sustained deterioration likely to result in a capital raising to 

re-establish investment grade levels. 

All ratios in FY16 are affected by the wind down of the Home Improvement division, 

which is still subject to numerous conditions and approvals. We estimate that the 

overall cost to the business (excluding the payment to JV partner Lowe’s) will be in 

the order of $1bn (see Table 3). 

Table 3: Home Improvement Gross and Net Proceeds 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Company data, Ord Minnett estimates 
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Please contact your Ord Minnett Adviser for further information on our document. 

 

Ord Minnett Branches 

Sydney (Head office) 

Level 8 
NAB House 

255 George Street  

Sydney NSW 2000 
Tel: (02) 8216 6300  

Fax: (02) 8216 6311 

Caloundra, Sunshine Coast 

79-81 Bulcock Street 
Caloundra QLD 4551 

Tel: (07) 5491 3100 

Fax: (07) 5491 3222 

Mackay 

45 Gordon Street 
Mackay QLD 4740 

Tel: (07) 4969 4888 

Wollongong 

Level 1 
17 Flinders Street 

Wollongong NSW 2520 

Tel: (02) 4226 1688 
Fax: (02) 4226 1604 

Adelaide 

Level 5 

100 Pirie Street  
Adelaide SA 5000 

Tel: (08) 8203 2500 

Fax: (08) 8203 2525 

Canberra 

101 Northbourne Avenue 

Canberra ACT 2600 
Tel: (02) 6206 1700 

Fax: (02) 6206 1720 

Melbourne 

Level 23  

120 Collins Street  
Melbourne VIC 3000 

Tel: (03) 9608 4111  

Fax: (03) 9608 4142 

Hong Kong 
1801 Ruttonjee House 
11 Duddell Street 
Central, Hong Kong 
Tel: +852 2912 8980 
Fax: +852 2813 7212 

Brisbane 

Level 31 
10 Eagle St  

Brisbane QLD 4000 

Tel: (07) 3214 5555  

Fax: (07) 3214 5550 

Coffs Harbour 

Suite 4 
21 Park Avenue 

Coffs Harbour NSW 2450 

Tel: (02) 6652 7900  

Fax: (02) 6652 5716 

Newcastle 

426 King Street 
Newcastle NSW 2300  

Tel: (02) 4910 2400  

Fax: (02) 4910 2424 

 

Buderim 
Sunshine Coast 

1/99 Burnett Street  

Buderim QLD 4556 
Tel: (07) 5430 4444 

Fax: (07) 5430 4400 

Gold Coast  
Level 7 

50 Appel Street 

Surfers Paradise QLD 4217 
Tel: (07) 5557 3333  

Fax: (07) 5574 0301 

Tamworth 
Suite 3 

344-346 Peel Street  

Tamworth NSW 2340  
Tel: (02) 6761 3333  

Fax: (02) 6761 3104 

 

 

 

 

 

 

 

 

 

 

 

 

Ord Minnett Limited 

ABN 86 002 733 048 

ASX Market Participant 

AFS Licence Number 237121 

www.ords.com.au 
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Guide to Ord Minnett Recommendations 

SPECULATIVE BUY We expect the stock’s total return (nominal yield plus capital appreciation) to exceed 20% over 12 
months. The investment may have a strong capital appreciation but also has high degree of risk and 

there is a significant risk of capital loss. 

BUY The stock is undervalued and we expect a total return of 15% or more over the next 12 months. 

ACCUMULATE We expect a total return of between 5% and 15%. Investors should consider adding to holdings or 

taking a position in the stock on share price weakness. 

HOLD We expect the stock to return between 0% and 5%, and believe the stock is fairly priced. 

LIGHTEN We expect the stock to return less than 0% and possibly as much as 15%. Investors should consider 

decreasing their holdings. 

SELL We expect the total return to lose 15% or more. 

RISK ASSESSMENT Classified as Higher, Medium or Lower, denotes the relative assessment of an individual stock’s risk 

based on an appraisal of its disclosed financial information, volatility, nature of its operations and other 

relevant quantitative and qualitative criteria. 

 
Guide to Ord Minnett Fixed Interest Recommendations 

UNDERVALUED Having a spread more than 30 basis points greater than Ord Minnett’s assessed fair value. 

 

FAIR VALUE Having a spread up to 30 basis points above or below Ord Minnett’s assessed fair value. 

 

OVERVALUED Having a spread more than 30 basis points less than Ord Minnett’s assessed fair value. 

 

 

Disclosure: Ord Minnett is the trading brand of Ord Minnett Limited ABN 86 002 733 048, holder of AFS Licence Number 237121 and an ASX Market Participant. Ord 
Minnett Limited and/or its associated entities, directors and/or its employees may have a material interest in, and may earn brokerage from, any securities referred to 
in this document. Further, Ord Minnett and/or its affiliated companies may have acted as manager or co-manager of a public offering of any such securities in the past 
two years. Ord Minnett and/or its affiliated companies may provide or may have provided corporate finance to the companies referred to in the report. This document 
is not available for distribution outside Australia and New Zealand and may not be passed on to any third party or person without the prior written consent of Ord 
Minnett Limited. 
  
Additional Disclosure: The analyst discloses that when conducting on-site visits to inspect property, plant and equipment that the analyst may have received 
assistance from the company. This assistance may have included on-site transport, incidental expenses, and access to equipment. Where practical, OML policy is to 
pay for all travel and accommodation expenses. 
 
An investment in a preference share is not, and is not equivalent to, a deposit in a bank account and there is a risk that investors could lose some or all 
of their investment. 
 
Ord Minnett has or will receive fees by acting as Co-Manager or Broker to the Offer for CBA PERLS IX, NAB Capital Notes II, Westpac Capital Notes IV, 
AMP Capital Notes, Westpac Capital Notes III, Bendigo and Adelaide Bank CPS III, Crown Subordinated Notes II, NAB Capital Notes, ANZ Capital Notes III, 
CBA PERLS VII, Challenger Capital Notes, Macquarie Bank Capital Notes, NAB CPS II, AMP Notes II, Westpac Notes II, ANZ Capital Notes, ANZ Capital 
Notes II, Macquarie Capital Notes, NAB CPS, Bank of Queensland CPS, Bendigo and Adelaide Bank CPS, Commonwealth Bank PERLS VI, Crown Notes, 
Westpac Notes, Tatts Bonds, Woolworths Notes II, ANZ Subordinated Notes, Colonial Notes, Origin Notes, AGL Notes, IAG CPS, ANZ CPS III, Westpac 
CPS, Westpac Capital Notes II and NAB Notes. 
      
Disclaimer: Ord Minnett Limited believes that the information contained in this document has been obtained from sources that are accurate, but has not checked or 
verified this information. Except to the extent that liability cannot be excluded, Ord Minnett Limited and its associated entities accept no liability for any loss or damage 
caused by any error in, or omission from, this document. This document is intended to provide general securities advice only, and has been prepared without taking 
account of your objectives, financial situation or needs, and therefore before acting on advice contained in this document, you should consider its appropriateness 
having regard to your objectives, financial situation and needs. If any advice in this document relates to the acquisition or possible acquisition of a particular financial 
product, you should obtain a copy of and consider the Product Disclosure Statement for that product before making any decision. 
 
Analyst Certification: The analyst certifies that: (1) all of the views expressed in this research accurately reflect their personal views about any and all of the subject 
securities or issuers; and (2) no part of their compensation was, is, or will be directly or indirectly related to the specific recommendations or views expressed herein and 
(3) the analyst presently does not hold an interest in the securities referred to in this document, and will not benefit from any increase in the price of these securities. 

Ord Minnett Hong Kong:  This document is issued in Hong Kong by Ord Minnett Hong Kong Limited, CR Number 1792608, which is licensed by the Securities and 
Futures Commission (CE number BAI183) for Dealing in Securities (Type 1 Regulated Activity) and Advising in Securities (Type 4 Regulated Activity) in Hong Kong.  Ord 
Minnett Hong Kong Limited believes that the information contained in this document has been obtained from sources that are accurate, but has not checked or verified 
this information.  Except to the extent that liability cannot be excluded, Ord Minnett Hong Kong Limited and its associated entities accept no liability for any loss or damage 
caused by any error in, or omission from, this document.  This document is directed at Professional Investors (as defined under the Securities and Futures Ordinance of 
Hong Kong) and is not intended for, and should not be used by, persons who are not Professional Investors. This document is provided for information purposes only and 
does not constitute an offer to sell (or solicitation of an offer to purchase) the securities mentioned or to participate in any particular trading strategy. The investments 
described have not been, and will not be, authorized by the Hong Kong Securities and Futures Commission. 

For summary information about the qualifications and experience of the Ord Minnett Limited research service, please visit http://www.ords.com.au/our-team-2/  

For information regarding Ord Minnett Research’s coverage criteria, methodology and spread of ratings, please visit http://www.ords.com.au/methodology/  

For information regarding any potential conflicts of interest and analyst holdings, please visit http://www.ords.com.au/methodology/  
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