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The impact of COVID-19 will be far reaching and very significant across our companies under coverage; while several may

benefit, most will  be adversely impacted, some materially so, and thus require recapitalisation to survive. The near term

outlook  is  extremely  uncertain  and  while  market  valuations  have  been  severely  hit  for  many  companies, we  have  a

preference  for  higher  quality  assets  with  sustainable  cash  flows  that  should  trade  on  a  largely  business-as-usual  track

through these challenging times. In contrast, companies most at risk include (1) those that have direct exposure to travel

and tourism, (2) those that will be impacted by changing consumer behaviour (given social distancing and lock-down), and

(3) those that are cyclical as a result of the impending domestic and global recession. We have subjectively screened all

companies  in  our  universe  of  coverage  for  COVID-19  risks  (both  negative  and  positive).  Those  most  impacted  will

experience significant declines in profitability, with many likely to generate losses, and needing additional balance sheet

support. At the other end of the spectrum there are companies in the telco, healthcare, and utilities sectors that should be

largely  unaffected.  Our  preferred  larger  cap  exposures  to  navigate  COVID-19  are  OUTPERFORM  rated  Spark  (SPK),

Chorus (CNU), Contact (CEN), Genesis (GNE), Trustpower (TPW), and The A2 Milk Company (ATM); and NEUTRAL rated

Vital Healthcare (VHP), Mercury (MCY), Meridian (MEL), Vector (VCT), and EBOS Group (EBO).

Relative safe havens

The companies with the least demand risk to COVID-19 include CNU, Fisher & Paykel Healthcare (FPH), SPK, VHP, VCT, ATM, EBO,

and  the  gentailers — CEN,  MEL, MCY,  GNE, TPW and  Tilt  Renewables ( TLT).  In  fact CNU,  FPH, VHP,  ATM,  SPK,  and  EBO are  all

potential demand beneficiaries of COVID-19. 

Most adversely impacted 

Companies with most exposure to COVID-19 are those that have exposure to (1) travel and tourism, where demand will fall materially

and  in  many  cases  to  zero,  (2)  the  economic  cycle,  given  the  impending  recession,  (3) social  distancing,  as  government  actions

(including lock-down) and consumer behaviour will change the way we live day to day, (4) at risk demographics, given the propensity

of COVID-19 to have a greater impact on the elderly and those with pre-existing medical conditions, and (5) supply chain risks for

those companies that are considered non-essential. The most exposed companies, based on our subjective assessment, include Air

New Zealand (AIR), Tourism Holdings (THL), Kathmandu (KMD), Michael Hill (MHJ), Auckland Airport (AIA), Briscoe Group (BGP), 

SKYCITY (SKC), The Warehouse Group (WHS) and Sky TV (SKT). 
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Figure 1. Companies most exposed to COVID-19

Source:  Forsyth Barr  analysis  NOTE:  the  total  demand  risk  score  is  derived  from  applying

weightings to each risk component. The negative risks are all weighted three and the positive risks

are all weighted two. 

Figure 2. Companies least exposed to COVID-19

Source:  Forsyth Barr  analysis  NOTE:  the  total  demand  risk  score  is  derived  from  applying

weightings to each risk component. The negative risks are all weighted three and the positive risks

are all weighted two. 

 

This publication is not for reproduction, public circulation or the use of any third party (whether in whole or in part) without the prior written consent of Forsyth Barr Limited.



Demand risk vs share price response thus far 

The NZX50 has fallen by ~-32% since it  peaked on 21 February 2020 and ~-29% since the Wuhan outbreak began surfacing in

mainstream media in mid-January 2020. These percentages have been held up by the two largest index weightings, FPH and ATM,

being the only two stocks that have generated positive share price performance. The median share price for the market has since

fallen ~-40%. 

In Figure 3 we show the subjective COVID-19 demand risk scores that we determine later in this report relative to share price

performance since 13 January 2020. While we recognise the market peaked on 21 February 2020, we are conscious that companies

with primary exposure (i.e. travel and tourism in particular) to COVID-19 had already fallen materially by that stage. Key lower risk

investment opportunities exist in the bottom centre of the chart circled in red, where companies have a neutral to positive demand

impact from COVID-19, yet their share prices have been hit.

Figure 3. Share price performance since 13 January 2020 vs COVID-19 demand risk score

Source: Ekon, Forsyth Barr analysis

Key stock opportunities to navigate COVID-19

We believe the key stock opportunities for navigating the immediate COVID-19 outlook include those highlighted in Figure 3 as

follows:  

In addition, we also believe food/agri players including The A2 Milk Company (ATM), Synlait Milk (SML), Fonterra (FSF), and Scales

(SCL)  offer  relative safe havens at  undemanding valuations given (1)  their  health and well-being benefits,  and (2)  the protected

essential services nature of their respective supply chains. 

Telcos: Spark (SPK), Chorus (CNU)

Utilities: Contact (CEN), Genesis (GNE), Trustpower (TPW), Mercury (MCY), Meridian (MEL), Vector (VCT), Tilt Renewables (TLT)

Property: Vital Healthcare (VHP)

Healthcare: EBOS Group (EBO)
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Demand risk from COVID-19

We apply subjective screens for COVID-19 related factors, specifically (1) travel and tourism exposure, (2) economic cycle risk, (3)

social distancing (including lock-down) risk, (4) at risk demographic exposure, and (5) reliance on international or domestic freight.

The last factor may be mitigated for essential services. We equally weight these factors in formulating a negative demand risk score

for each company. Some companies will benefit from COVID-19, and therefore negative demand risk may be partially or fully offset

by health and well-being related benefits and/or ecommerce. 

Figure 4. Total demand risk: subjective analysis of companies under coverage of risk to COVID-19 

Source: Forsyth Barr analysis   NOTE: the total demand risk score is derived from applying weightings to each risk component. The negative risks are all weighted three and the positive risks are all

weighted two. 
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Our subjective scores for overall supply chain risk encapsulate the exposure of each company to domestic and international supply

chains that may get impacted in a lock-down scenario, mitigated for any essential services. 

Figure 5. Negative demand risk: subjective analysis of companies under coverage of risk to COVID-19 

Source: Forsyth Barr analysis  NOTE: Overall supply chain risk is a function of general supply chain risk adjusted for essential services. 
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Operating leverage and gearing

Demand  risk  can  be  exaggerated for  companies with  high  levels  of  fixed  overheads.  Moreover,  companies  with  elevated  gearing

heading into this crisis are more exposed from a balance sheet perspective than those with lower gearing. We provide further heat

maps for all companies under coverage outlining these further risks in Figures 6 and 7. We advise an element of caution in reviewing

these tables as they are subjective, albeit we've attempted to be as consistent as possible with our approach. 

Figure 6. Operating leverage

Source: Forsyth Barr analysis

Figure 7. Gearing

Source: Forsyth Barr analysis
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Not personalised financial  advice:  The recommendations and opinions in this publication do not take into account your personal financial situation or

investment goals. The financial products referred to in this publication may not be suitable for you.  If you wish to receive personalised financial advice,

please contact your Forsyth Barr Investment Advisor.  The value of financial products may go up and down and investors may not get back the full (or any)

amount invested.  Past performance is not necessarily indicative of future performance.  Disclosure statements for Forsyth Barr Investment Advisors are

available on request and free of charge.

Disclosure: Forsyth Barr Limited and its related companies (and their respective directors, officers, agents and employees) ("Forsyth Barr") may have long

or short positions or otherwise have interests in the financial products referred to in this publication, and may be directors or officers of, and/or provide

(or be intending to provide) investment banking or other services to, the issuer of those financial products (and may receive fees for so acting). Forsyth

Barr  is  not  a  registered  bank  within  the  meaning  of  the  Reserve  Bank  of  New  Zealand  Act  1989.  Forsyth  Barr  may  buy  or  sell  financial  products  as

principal or agent, and in doing so may undertake transactions that are not consistent with any recommendations contained in this publication. Forsyth

Barr  confirms  no  inducement  has  been  accepted  from  the  researched  entity,  whether  pecuniary  or  otherwise,  in  connection  with  making  any

recommendation contained in this publication.

Analyst Disclosure Statement: In preparing this publication the analyst(s) may or may not have a threshold interest in the financial products referred to in

this publication. For these purposes a threshold interest is defined as being a holder of more than $50,000 in value or 1% of the financial products on

issue, whichever is the lesser. In preparing this publication, non-financial assistance (for example, access to staff or information) may have been provided

by the entity being researched.

Disclaimer: This publication has been prepared in good faith based on information obtained from sources believed to be reliable and accurate. However,

that  information  has  not  been  independently  verified  or  investigated  by Forsyth  Barr.  Forsyth  Barr  does  not  make  any  representation  or  warranty

(express or implied) that the information in this publication is accurate or complete, and, to the maximum extent permitted by law, excludes and disclaims

any  liability  (including  in  negligence)  for  any  loss  which  may  be  incurred  by  any  person  acting  or  relying  upon  any  information,  analysis,  opinion  or

recommendation in this  publication.  Forsyth Barr does not undertake to keep current this publication; any opinions or recommendations may change

without notice.  Any analyses or valuations will typically be based on numerous assumptions; different assumptions may yield materially different results. 

Nothing in this publication should be construed as a solicitation to buy or sell any financial product, or to engage in or refrain from doing so, or to engage

in any other transaction.  Other Forsyth Barr business units may hold views different from those in this publication; any such views will generally not be

brought to your attention.  This publication is not intended to be distributed or made available to any person in any jurisdiction where doing so would

constitute  a  breach  of  any  applicable  laws  or  regulations  or  would  subject  Forsyth  Barr  to  any  registration  or  licensing  requirement  within  such

jurisdiction.

Terms  of  use:  Copyright  Forsyth  Barr  Limited.  You  may  not  redistribute,  copy,  revise,  amend,  create  a  derivative  work  from,  extract  data  from,  or

otherwise commercially exploit this publication in any way.  By accessing this publication via an electronic platform, you agree that the platform provider

may provide Forsyth Barr with information on your readership of the publications available through that platform.
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