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Buy Wesfarmers (WES), Telstra (TLS), Spark NZ (SPK), 
Sell Commonwealth Bank (CBA) 

July 2022 

With inflationary pressures continuing to remain heightened across the domestic and international 
economies, we have observed a passing in the ultra-low-rate environment as central banks 

continue their series of aggressive interest rate hikes in direct response to curb price pressures. 
 
Due to ongoing policy tightening, debt is no longer seen to be "free," and as we approach the tail 

end of 2022, excessively geared enterprises and the housing market are expected to experience 
further challenges. 
 
We continue to favour high-quality "value" companies that have protective characteristics during 
the current economic cycle, that is, businesses with sound balance sheets, robust free cash flows, 
and pricing power systems to fend off price pressures. 

 

Given this, we believe now is an opportune time to alter portfolios in response to a likely 
continuation of increased volatility through FY2023. 
 
 

Purchase Wesfarmers Limited (WES) 
 
We recommend purchasing Wesfarmers Limited (WES) 

 
Wesfarmers Limited (WES) is a diversified conglomerate business with major holdings, primarily 
in the retail sector, through a high-quality portfolio of leading brands like Bunnings, Kmart, Target, 
and Officeworks.  
 
WES's strong management team continues to invest as competitors appear counter-cyclically in 
the market and has resulted in WES's portfolio growing to include business within industrial and 

safety product distribution, chemical and fertilizer manufacturing, gas processing, distribution, 
data, and digital capabilities. 
 

Over 60% of EBIT is derived from Wesfarmers's juggernaut Bunnings, which continues to be the 
most powerful brand in Australia and remains the leading retailer for home improvement and 
lifestyle goods throughout Australia and New Zealand, in addition to being a significant supplier to 

project builders, commercial tradespeople, and the housing industry.   
 
Over the past 12 months, supply chain concerns and inflation have weighed on the conglomerate's 
share price, causing WES to trade below pre-pandemic levels. 
 
The share price of WES has dropped by 23%, compared to an 8.5% reduction in the ASX 200 
index. 

 
Over the last 15 years, Bunnings has maintained consumer and commercial client demand during 
all phases of the real estate cycle whilst expanding its network of stores rapidly and has had an 
unblemished period of growth in sales and EBIT. 
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The company's conservative management of its balance sheet allowed WES to mitigate the COVID-

19 pandemic successfully; its diversified business offerings and ongoing emphasis on a well-
structured balance sheet make WES well positioned to navigate a more uncertain environment. 
 
Additionally, WES has a strong track record of exemplary capital allocation, with executions of 
investments that have generated significant economic profits for shareholders, with a fully franked 
dividend of 4%~. 

 
We recommend purchasing WES as it now trades on a 12-month forward PE of 21x compared 

to its long-term average of ~25x. 

 

Purchase Telstra Corporation Limited (TLS) 
 
We recommend purchasing Telstra Corporation Ltd (TLS) 

 
Telstra Corporation Limited (TLS) remains the dominant player within the Australian 
telecommunication industry, with the company being a market leader in the voice, broadband, 

mobile service, and corporate telecommunication space.  
 
Telstra’s T25 strategy continues to aim for underlying EPS growth in the high teens and a mid-
single-digit annual EBITDA growth rate from FY21 to FY25, both of which are backed by a more 

promising outlook for the mobile industry and less fierce competition. 
  

As a reminder, TLS has delivered $2.3b in annual cost reductions since FY16 under its well-
executed T22 strategy and is targeting a further $500m cost-outs in FY23-25 under its T25 plan. 
  
Effective July 1st, TLS, like many other network providers, announced the introduction of its 
inflation-linked pricing, which sees its post-paid plans now indexed by CPI on an annual basis. 
 
Telstra derives 40% of its total revenue from its mobile unit, and whilst the telecommunications 

space is incredibly competitive, TLS has a significant competitive advantage which is underpinned 
by a network quality advantage which will likely translate to customer stickiness and see better 
revenue for TLS. 
  
Additionality, Telstra’s balance sheet remains strong, with a solid capital position and free cash 

flows, with Net Debt/EBITDA at 1.9x as of December 2021, which we view favourably. 
  

We recommend purchasing TLS as it trades on a one-year forward EV/EBITDA multiple of 7.8x 
with a dividend yield of 4.1%. 
  

  

Purchase Spark New Zealand Limited (SPK) 
 
We recommend purchasing Spark New Zealand Ltd (SPK) 

 
Spark NZ (formerly Telecom NZ) is New Zealand’s largest telecommunications and digital services 
company spanning mobile, broadband, entertainment media and cloud services.  
  

SPK remains the dominant provider of fixed-line and mobile services in NZ and has a strong 

presence in NZ corporate and wholesale telecommunications service markets.  
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Spark is the equal largest player in the mobile market with over 40% revenue market share and 
its dominant market position will likely make it difficult for new players to enter and develop the 
necessary scale to compete. 

While the market remains competitive, SPK’s vast economies of scale give it a competitive 
advantage in what is a relatively small market across New Zealand.  
 

Additionally, the company’s high quality-mobile network continues to expand, with the company 

continuing to secure the highest capacity in recent spectrum auctions. 
 
Spark continues to focus on preserving a defensive balance sheet with a Net debt/EBITDA of 1.2x 
whilst implementing cost-out measures to drive further free cash flow generation, which is 
presently strong despite ongoing requirements for SPK to invest in new networks, technology, and 
spectrums. 

   
We recommend purchasing SPK currently trades on a one-year forward EV/EBITDA multiple of 
9.3x and a dividend yield of 5.1%. 
  
 

Sell Commonwealth Bank of Australia (CBA) 
 
We recommend selling Commonwealth Bank Ltd (CBA) 
 
A recovery in the housing and business markets, faster credit growth, and government support 

have all been positive factors for the broader banking sector over the past two years, driving up 
the share price of retail banks. 
 
Though, within the last two months of rate rises, housing prices have fallen the fastest on record in 
over 30 years, and we remain wary of CBA’s concentrated loan book exposure, which consists of 
over 72% of mortgages whilst having the most prominent domestic mortgage share within both 
Australia and New Zealand. 

 
Whilst increasing interest rates generally help a bank’s profitability through an increase in their net 
interest margin, having too much can also be a detractor, as credit growth is likely to slow.  
 

An increase in the cost of living and the effect of rapid interest rate hikes continues to pressure 
household budgets, increasing the likelihood of borrowers defaulting and may result in CBA having 

to realise larger-than-expected arrears. 
 
Given the backdrop, the Australian banking sector has fallen by 11% since the start of 2022, 
resulting in local banks moving back closer to the global average. However, CBA continues to 
currently trade on a record 50% premium relative to other banks.  
 
Whilst we concede a portion of this premium is warranted, the current 16.5x forward P/E, when put 

against the backdrop of slower growth and uncertainties within the housing market, makes us 
more cautious on the outlook for CBA as we move into the second half of 2022. 
 
This change expresses a tilt toward a cautious stance in Australia’s housing and mortgage market, 
in which a combination of low-interest rates, quantitative easing and fiscal stimulus has driven an 
unsustainably strong housing market. 

 

With this in mind, we recommend selling Commonwealth Bank Ltd (CBA) 


