
Teck Resources Ltd.: Could This Stock Reach $30?

Description

Teck Resources Ltd. (TSX:TCK.B)(NYSE:TCK) is up an astounding 340% in just six months, and
investors who missed the surprise run are wondering how high the stock could go.

Let’s take a look at the reasons for the rally and try to decide if this is the right time to buy.

Commodities recovery

Teck produces zinc, copper, and metallurgical coal.

Zinc is staging an impressive recovery after a multi-year slump drove prices down to the point where
major producers had to shut mines and reduce output. The cuts have finally worked their way through
the system just as demand is firming up. This has analysts suggesting the market could actually tip to a
shortage position by the start of next year. As a result, the price of zinc has surged nearly 40% in the
past six months.

Copper’s recovery isn’t quite as obvious. The metal fell by 50% over the past five years, dropping
below the US$2 per pound mark in January. The last six months have been a bit of a roller coaster with
the price surging as high as US$2.30 before pulling back below US$2.10 per pound.

Analysts are split as to whether or not copper has finally bottomed, but the trend over the past six
months suggests the worst could be over. At the time of writing, copper is trading at US$2.15 per
pound, above Teck’s Q1 average realized selling price.

Coal is mired in its worst slump since 1950, but Teck says it is seeing signs of a recovery. The market
price through Q2 moved above the contract settlement price for the quarter, and that could bode well
for shipments through the end of the year.

What about oil?

Teck is a 20% partner on the Fort Hills oil sands development. The project has been a huge cash
drain, and when WTI oil fell below US$30 per barrel in January most investors gave up hope that Fort
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Hills could ever be profitable.

Oil’s move back as high as US$50 per barrel has rekindled investor interest, and many are hoping the
recovery in crude prices will continue right up to the point when Fort Hills begins production in late
2017.

Earnings and debt

Teck has done a good job of controlling costs through the downturn and managed to squeeze out an
adjusted Q1 profit of $18 million.

The company is carrying about $9 billion in debt with US$600 million coming due next year. Liquidity
remains above $5 billion, including US$3 billion in unused credit lines, so there are adequate funds
available.

Teck expects to finish 2016 with a cash balance of at least $500 million and says it can meet its Fort
Hills obligations without taking on more debt.

Should you buy or sell?

The last time Teck rallied off the $4 mark, it topped out at $60 in less than two years, so a continued
move from the current price of $18 to $30 per share is certainly possible.

However, this stock remains a risky bet and the run-up has been so extreme that it would be prudent to
start taking some profits.

If you want to buy now, you have to believe coal, copper, and oil are headed higher.
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