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Woolworths: Still a long term  "contrarian Buy"  
 

I wrote this note on Woolies back on the 11th May – what I found really interesting was that almost EVERY 

fund manager I spoke to or we heard back from – almost all agreed that there was no need to look at 

Woolworths for many more years & really had no interest in even talking about it .. (always a great sign)  

Still I still stand by my comments ..  

 

Should we be buying Woolworths ?? 

YES on a long term basis now is the time to start stepping up 

Ok I’ve been negative of this for a long time (since $34 from around Oct 2015 after poor sales result ) & 

every time in the last 15 months when someone says should I buy I’ve always said NO – buy Wesfarmers – 

Woolworths still looks terrible – stay way .  

 But for the first time in years I think now is the time to start buying Woolworths. 

The stock has fallen -41% in the last 2 years & that fall has been 100% justified by the collapse in their EPS 

– see chart . 

The red line shows the decline in WOW’s EPS & the white line the share price following 
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Source: Bloomberg 

 

Some reasons why Woolies looks like a (contrarian) BUY . . 

• Brad Banducci is the newly appointed CEO of Woolworths – you need change to drive a 

turnaround, he’s seen as having a very clear focus, on how he can reinvigorate the sales line. 

• The new CEO has (correctly) said that everything under review. While not quantitative, they 

highlighted that a review of all aspects of their business is being undertaken with an update to be 

provided at or before the FY16 result in August. To date, they have recognised the need for a new 

operating model centred on the F&L business with emphasis on 1) lean corporate centre; 2) 

portfolio businesses having separate governance; and 3) more efficient use of shared services. 

• Woolworths latest group sales were $14.9 billion – now given that Australian Food & Liquor make 

up 72% of their sales (or 79% if you include petrol) then this is where management need to give 

150% of their focus. 

• Woolworths Food & Liquor recent 3rdQtr sales were poor up just +0.4% on pcp while Coles shows 

us that they can come back if they get it fixed – Coles had 3rd Qtr like for like sales of 4.4% .. In fact 

Coles have since June 2009 had like of like sales way above Woolworths – showing that one 
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company is very well managed, while to other has been a basket case. With a new CEO this can 

change.. 

• A few months ago it was good to see him being rather honest about how the culture of the 

organization needs to change – we all know that – something has gone terribly wrong for a long 

time. Years ago we all used to joke about just what a really poorly managed coy Coles was - while 

Woolworths was so well managed - it absolutely killed Coles in everything. 

• The takeover of Coles turned things around & Wesfarmers did a great job and continues to do a 

great job. They have been ruthless & given Woolworths no chance of coming back. 

• So we know from history that Woolworths was a really great company, it dominated, it has great 

assets, a great name , great spread across the country but it’s been missing one thing – good 

forward looking management. 

• So I think we know that Woolies has been there before as the premier retailer & all the factors seem 

to be the same – butt the only one that has been changing has been management. Somewhere, 

sometime management stuffed up & the stock has never recovered. 

• Now ask yourself this – is Woolworths in a ‘secular decline” with the new (& old) competition killing 

them & changing the supermarket environment forever?? Or is this really a management issue? 

• If you think it’s secular - then stay away they are stuffed & eventually so too, in time will Coles be 

also (some will look at the UK where UK retailer Tesco has fallen -57% in the last 2 ½ years). But 

many argue our retailers should not be compared to the UK. 

But if you think it’s a management issue – then Woolworths are a BUY. 

• There is no doubting that it is a high-quality business that generates a lot of cash, but there is no 

argument from anyone – that it has been poorly mismanaged in the past. 

• But we have a new Board, a new CEO and the closure of Masters, which was a loss-making 

business and has been taking up too much of management’s time on a business that just keeps 

losing money. Without it management can get back to the basics & focus on fixing their food & 

liquor business. 

• Many are staying away from Woolworths – especially after the recent result that saw -10% 

downgrades, a ratings agency downgrade & the worry that the company are saying 2017 is going to 

be worse – not better.. 

Why on earth would anyone be so stupid to buy with all that bad news around !!>?? 

• The key downside risk is the potential inability to improve the sales run rate from the F&L business 

and this really is what management need to fix – fix this & Woolworths will be off to the races… 

• There are 15 brokers covering Woolworths & only 3 or 20% have a buy the other 12 or 80% of 

analysts have a hold (4) and 8 (or 50% of them) have a sell. 
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• Now as a contrarian this is great to see – virtually no one is factoring in a turnaround – all see the 

steady decline that has gone for years to continue. Analysts get into a trend & once established will 

not go against that & if any analyst stands up and recommends Woolies – they should be ridiculed 

& told to shut up and sit down – they are a total embarrassment to their organisation making a 

FOOLof himself. Can’t he see that 80% of analysts in the market disagree with them – the numbers 

speak for themselves. Read the papers , look at the TV news its everywhere how bad Woolies is 

doing – why don’t you listen to everyone around you?? You’re an idiot – they will claim that even 

their hairdresser & taxi driver recently told them not to go near Woolworths… 

• We are conditioned – in Woolworths - to see just the bad news – because that’s all we have seen in 

the last few years. 

• Buying a stock when it’s hated & going poorly, can be one of the great buying opportunities – if (or 

when) the turnaround comes. These opportunities in big companies can be very rewarding for those 

who choose to move early. 

• But make no mistake about this – this is a big risk – there is no evidence that it will work, there are 

no guarantees that the new CEO will succeed – but that’s also why the stock is now so cheap & 

priced for many more years of bad news & disappointments. 

• If he executes we are looking at $30 in the next few years. 

• Now the turnaround isn’t coming soon – we know that – but if the market starts to think that it will – 

then the market will drive the Woolworths share price up to $25 or $28 - well before any real 

turnaround is confirmed. The market anticipates events well before they occur – it can see what we 

cannot.. until it becomes obvious years later .. 

• All the analysts will miss it – they’ll maintain their sells but the stock will continue to go up. When 

finally the numbers turn it’ll be too late – the stock will have already factored in the turnaround long 

before.. As we have seen many times in the past. 

Does the market own Woolies ? 

• No – and that means many instos & market are not interested & thus there is a lot of potential 

buying that will come in as some anticipate a turnaround. I see in the substantial just 1 Australian 

insto – Perpetual with 5.02%, next are offshore instos Vangaurd with 2.5%, Blackrock 1.59% & then 

Norges Bank with 1.40% & Fidelity 1.35% … After that the next Aust instos are CBA Super with 

0.65% & CFS 0.63% (these numbers are from IRESS and may miss many other instos who may 

also be overweight Woolies ) 

• Given Woolworths makes up 1.98% of the ASX 200 – most of the big instos seems to be 

underweight (which is great when we are looking at turnaround stories). 
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• Also in the last month the Top 20 shareholders has been interesting in that 5 of them were buying 

and all 5 funnily enough – were the offshore instos (ie Norges Bank bought +4.5m shares, 

Blackrock +988,000 shares, Candariam in Luxemborg bought 637,000 shares, Teaches in America 

+252,000 shares and Vangard +174,000). While only 1 stand out seller State Street who sold -

480,000 shares. 

• The other thing is that Woolworths is one of the biggest shorts – by market cap – it has a mkt cap of 

$29b & amazingly 8.2% of the coy is shorted – the next of the big stocks is RIO 4% & ANZ 3.27% . 

The $ amount of shorts is an extraordinary $2.3 billion - days to cover 28 days !!!! 

• So with KKR now in the background the stock is going to be well bid & supported for a while. Last 

time KKR once they emerged they made an initial bid for Coles & then 2 mths later increased that 

bid – Coles rejected but it made Coles “in play” which eventually saw Wesfarmers take Coles out.. 

• So I’m still a buyer of Woolies – its just a pity that KKR are looking at taking them out at a time when 

they are as cheap as they could be. Given the ciy is talking a 5 year turnaround – the shareholders 

could easily let it go .. Lets hope not.. 

KKR has tried before - to buy Australia’s 2nd biggest retailer 

• Ok there are things that need to be considered – a bid for WOW is a serious threat.. a quick 

reminder of Coles --- 

• I apologies to KKR – they’ll hate me for this… 

• It’s worth being aware of the fact that in August 2006, Coles announced that private equity 

companies led by Kohlberg Kravis Roberts & Co (KKR) was looking to buy the company, with an 

initial proposal of $14.50 per share. The Coles board rejected the offer stating it significantly 

undervalued the company, and was conditional on a due diligence process, without a guarantee 

that the deal would go ahead. A second proposal of $15.25 per share in October 2006 was rejected 

for largely the same reasons. 

• On 3 April 1997 Solomon Lew, the former chairman and long-time antagonist of the current board 

and management team, sold his 5.8% shareholding of the company. A large portion of these shares 

were bought by Wesfarmers, which was believed to be part of a consortium of bidders including 

Macquarie Bank, PEP and Permira. The share price at which the transaction took place was 

reportedly $16.47, then 2.2% above the market price. A bid for the entire company at this price 

would have valued Coles Group at $19.7 billion, well above the two KKR proposals announced in 

2006. 

• Wesfarmers purchased 13% Coles in April, a move which effectively gave it a head start in the 

auction and locked out other bidders. 
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• In May 2007, Coles reported its slowest sales growth in at least seven years with continuing poor 

performance from Coles Supermarkets and Kmart. (Ringing any bells here with Woolworths recent 

result ??) 

• On 2 July 2007, Wesfarmers announced it intended to buy Coles Group for $22 billion, the largest 

take-over bid in Australia. The sale was expected to be completed in October 2007. 

• They ended up paying $17 a share for the company, after a four month auction process. 

Shareholders also got their 25 cent dividend bringing the total consideration to $17.25 a share. 

• That sale to Wesfarmers brought to an end a torturous 18 months - in which the Coles board 

rebuffed 2 earlier offers from US private equity giant Kohlberg Kravis Roberts, of $14.50 & a later 

one of $15.25. 

• Wesfarmers paid $4.3 billion in cash and the issued of 308 million new shares 

• Wesfarmers took the aggressive step of putting up a bid to buy Coles, after the shock exit of two 

private equity partners (UK private equity firm Permira and Pacific Equity Partners) that were unable 

to raise the necessary debt. 
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IMPORTANT INFORMATION AND DISCLAIMER 

 

This is a confidential and private communication intended solely for clients of Bell Potter Securities Limited ABN 25 
006 390 772 AFSL 243480 and its related bodies corporate (“Bell Potter”) who have subscribed to The Coppo Report. 
It is not intended for public circulation or for the use of any third party. Copyright in The Coppo Report belongs to Bell 
Potter and the information in this report cannot be reproduced, sold or redistributed without our express written 
consent. We reserve the right to intercept and monitor the content of email messages to and from our systems. 

 

The information in The Coppo Report is of a general nature only and has been prepared without taking into account 
any particular individual’s investment objectives, financial situation or particular needs (‘relevant circumstances’). 
Before acting on this information, you should carefully consider the appropriateness of it having regard to your own 
relevant circumstances and if necessary, seek appropriate professional advice. We cannot guarantee the performance 
or return on investments and those acting on this information do so at their own risk. This report is not an offer or 
solicitation to buy or sell any security and we are not soliciting any action based on this report. 

 

We believe this information is correct at the time of its compilation however no warranty is made as to its accuracy, 
reliability or completeness. Bell Potter has no obligation to tell you when opinions or information in this report change. 
Any estimates of future performance are based on assumptions that may not be realised. Past performance is not 
necessarily a guide to future performance. The information in this report may not reflect information known to, or the 
opinions of, professionals in other Bell Potter departments, including Research and Corporate Finance. To the 
maximum extent permitted by law, Bell Potter and our officers, employees and consultants do not accept any liability 
or responsibility for any loss or damage arising from the use of this report. 
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