
Empowering knowledge and insight exclusively from the Harvard House Group of companies
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Offshore investments: Another option• 
African Rainbow Minerals: Coming of Age• 
Sasol: Gearing up for gas• 
Tiger Brands: Feeding a hungry continent• 
Grindrod: Grappling with a few large swells• 
Richemont: Timeless luxury• 

(n: immediate insight; receive knowledge by direct perception)
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We understand Your Need for Financial Integrity

I N t u I t I O N
Market Insight from the Harvard House group

Our job as portfolio managers and analysts is to study and 
research companies all the time. Only by doing that research 
do we have the necessary knowledge and confidence to 
invest in companies on your behalf. This is an ongoing, 
continuous process, and the fruits of our labours appear 
in client portfolios as we strive to invest in companies that 
have a bright and exciting future. The balance of this issue of 

Intuition covers five companies that we continue to invest in 
on behalf of clients, believing that they hold great promise for 
the future. These are our thoughts, in brief, on each company 
and the pros and cons. We trust you will find our analysis to 
be of interest.

OffsHOrE invEstmEnts: AnOtHEr OptiOn•	

Michael Porter

Clients resident in the Natal Midlands will 
know that our Insight Seminar hosted 
at the end of May dealt with offshore 
investments and a new option from 
Harvard House for achieving offshore 
diversification. Traditionally investors 
wishing to diversify offshore are forced 
to invest through the mutual fund or 
unit trust channel. There is little or no 
alternative. That is in stark contrast to 
the options that are available to them 
locally – especially our clients.

At Harvard House, our investment philosophy rests on three 
key pillars, namely income and the importance thereof, low 
administration costs, and excellent transparency. The first two 
help to achieve real growth in wealth for clients, whilst the 
last aims to demystify the investment world and bring clients 
closer to their investments. We believe that the combination 
of the three is a powerful one, and our steadily growing client 
base lends support to that view.

We achieve the above goals by investing directly for clients 
in what is called “discretionary investment portfolios”, ie, 
portfolios that hold individual shares as opposed to unit trusts. 
Unfortunately, such a structure was virtually impossible to 
replicate overseas given prevaling costs. Consequently, the 
only way to invest offshore remained through mutual funds 
or unit trusts, which carry the same limitations as local unit 
trusts. Unfortunately, there was simply no other way. Until 
now!

After a two-year search, we have found the right partner 

to help us 
replicate our 
local offering 
to clients 
who would 
like to invest 
offshore. We 
are now in 
a position 
to offer 
i n d i v i d u a l s 
t h e 
opportunity 
to invest 
directly in 
o v e r s e a s 
c o m p a n i e s 
as opposed 
to offshore 
mutual funds. The benefits are the same: we can increase the 
focus on income, the costs are lower, and the transparency is 
increased tenfold. We are very excited about the opportunities 
that this opens up for our clients in the future.

As with all investments, this product is not suitable to all of 
our clients. There are limitations and drawbacks. One never 
gets anything for nothing in this world! However, if you think it 
sounds interesting, please give one of our portfolio managers 
or consultants a call, when the issues can be discussed in 
more detail.

A fEw Of Our sHArE picks

Global shares are now in 
the palm of your hand
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When the company 
was created and listed 
in 2004, the name 
“African Rainbow 
Minerals” invoked all 

sorts of emotions. It was a play on Africa, black empowerment, 
the South African flag and consequently, the South African 
population. It was, after all, a BEE company, with flamboyant 
entrepreneur, Patrice Motsepe, at the helm.  ARM was aiming 
to emulate its larger and more established rivals, Anglo 
American and BHP Billiton, but those were big shoes to fill.

Those investors who might have ignored the company owing 
to initial scepticism have much to regret. The company was 
created through the merger of Avmin (formerly Anglovaal 
Mining – one of the country’s oldest mining firms), ARMI, and 
Harmony Gold. Once completed, the company announced and 
embarked upon an ambitious growth programme, dubbed, 
the “2 x 2010” growth strategy. This strategy aimed to double 
production in all key commodities that the company produces 
by 2010. Over the past 6 years, it has grown its production by 
170%, but simultaneously also transitioned its mines to be 
“low cost and long life” – crucial success factors in the mining 
industry. Taken together, the above factors ensure that mines 
deliver consistent profits regardless of economic conditions 
and those profits will last for many years. That is an attractive 
combination.

In our opinion, ARM is about to enter a new phase in its 
development. Having expanded rapidly, immediate options 
for extra expansion are limited, mainly because the manner 
in which ARM operates its mines is through joint ventures 
with other companies. That implies that both parties must 

agree before expansion can occur. In some cases, expansion 
does not make sense for the other party. The other constraint 
is logistics and freight. Transnet is squarely to blame. There is 
no point in expanding iron ore or manganese production until 
Transnet can guarantee passage to the port. This bottleneck 
will take time to resolve.

Some might view these constraints negatively, but the upside 
is that ARM should enter a period where cashflow improves 
substantially. That should flow into higher dividends and 
returns for shareholders, who can now reap the benefits of 
the “2 x 2010” growth strategy. In our opinion, ARM is coming 
of age. Whilst it will never be as large as its peers, it is holding 
its own in a competitive landscape. We have believed in the 
strategy for years, and there is nothing to persuade us to 
change our minds. 
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Pros Cons
1. Mines are long life 
and low cost, and able to 
withstand severe economic 
conditions more easily than 
others.

1. It is small relative to 
rivals. Foreign investors are 
not particularly interested 
given that it is not listed in 
London.

2. It has an attractive 
suite of assets, including iron 
ore, manganese, chrome, 
coal, platinum and nickel.

2. It operates a number 
of joint ventures. Historically 
this has been successful but 
it does limit flexibility into the 
future.

3. We expect cash 
flows and dividends to 
improve substantially, 
starting with results due to 
be released within the next 
month.
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Most of us associate 
Sasol with two 
enormous industrial 
complexes – one in 
Sasolburg and the 
other inSecunda. 

Having toured both of these facilities, I can assure you that 
they are impressive, and they churn out many of the building 
blocks used in hundreds of everyday items, not to mention a 
steady flow of petrol and diesel (strikes permitting!) After all, 
it is not every company that has a town named after it!

Sasol tends to wax and wane. It can experience long periods 
of muted share price performance, but these tend to 
culminate in a period of strong performance as factors align 
in its favour. Crucial to its short term performance is the oil 
price and the exchange rate. The former has spiked sharply 
higher recently in response to the “Arab Spring.” However, 
the long term outlook is also positive as previous sources of 
supply dwindle and new discoveries become harder to find. 
The Rand is harder to fathom in the near term, but will always 
reassert its true value. What is encouraging is that Sasol is 
performing well despite the strength in the Rand. So Rand 
weakness, when it does come, will only add to an already 
solid performance.

Sasol’s unique value proposition as a company lies in its 
technology, and its experience in successfully harnessing 
this technology on a commercial scale. It is one of the only 
companies in the world to successfully turn coal into liquid 
fuels. Whilst there are a few various competing technologies 
for converting gas into liquid fuels, Sasol is one of the few 
companies to have a plant up and running and producing 

as per the specifications. This is rare, and consequently 
valuable.

One of the quirks in energy markets is the divergent path 
between the prices of oil and gas. Normally they track each 
other, but recently, prices have trended in opposite directions. 
Oil prices are high due to Arab unrest and tight supply. Gas 
prices are low owing to technological advances (crucially 
shale gas “fracking”) that have made enormous gas deposits 
viable. This is where things get interesting for Sasol. Sasol is 
able to arbitrage between low gas prices and high petrol/
diesel prices. If gas prices stay low, Sasol is able to build plants 
converting gas to high quality diesel, which sells at high prices 
due to record oil prices. If gas prices rise, then it can simply 
sell the gas. In either case, Sasol stands to benefit.
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Pros Cons
1. We expect oil prices 
to remain fairly high given 
issues across the Middle East 
and the lack of significant 
new discoveries.

1. Sasol has a poor 
track record of cost control. 
If brought under control, this 
could be positive, but delivery 
has been poor so far.

2. Chemical prices are 
also trending higher, and 
a resumption of Chinese 
growth should boost this 
further. Chemicals are the 
forgotten gem within Sasol.

2. The company is 
studying various expansion 
opportunities in both gas 
and coal plants. The numbers 
suggest not all may be good 
investments. Sasol needs to 
demonstrate discipline.

3. Sasol has made 
several acquisitions in shale 
gas that hold significant 
potential. The US industry is 
far more advanced than  SA.

3. New management 
is at the helm. The pedigree 
is good, but with a lot on its 
plate, the new team will have 
much to prove.
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Tiger Brands is more than a core 
holding for many low risk portfolios. It 
is also responsible for producing many 
of the groceries that fill your fridge 
and cupboard every day. It has the 
enviable position of producing many 
of the top food brands in the country 
– a crucial position as supermarkets 

and producers fight tooth and nail for the hard-won Rands of 
cash-strapped consumers.

Food, cosmetics, toiletries and household products are 
not an exciting industry. It lacks glamour and prestige, yet 
these are products that we all use every day. We have often 
commented that investing (especially the way we do it) is not 
glamorous. The same can be said for Tiger Brands. It is a slow 
steady stroll forward, not a sprint. Yet, despite its unassuming 
products, the company has been a fantastic generator of 
wealth and growth for investors. Over the past ten years, it 
has unbundled Spar, Astral Foods and Adcock Ingram from its 
portfolio and given those shares to its shareholders. Those 
have all performed exceptionally well in their own right. 
Despite this continual generosity, the share price is at an all-
time high, and we believe that there is more to come.

Food production is cyclical, and the company has ridden the 
wave of low agricultural prices, which has fed through to 
better margins for its bakeries and mills. Profits from those 
operations will fall, but investors are becoming increasingly 
convinced that a fall in profits for some divisions locally will 
be offset (and more) by growth in Africa.

The company is a relative newcomer to the African stage. To 

be fair, it has been exporting locally made products to various 
African countries for years, but profits from exports were 
small, and insufficient to generate serious investor interest. 
That has begun to change. Over the past few years, Tiger 
Brands has made several acquisitions, spanning toiletries 
to sweets. Earlier this year, it acquired a local company that 
specialises in exporting South African goods into Africa. That 
will boost both profits and its presence, and lay the foundation 
for further expansion.

Whilst many view Africa as a lost cause, that view is changing 
rapidly. However, that also implies that African consumers 
are demanding the same standards and products which are 
available elsewhere. There is opportunity for companies with 
a strong brand portfolio which are prepared to invest for long 
term benefit. We think Tiger fits that bill. 

tiGEr brAnds sHArE pricE
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Pros Cons
1. Local brands occupy 
1st or 2nd position, an 
enviable foundation for any 
company.

1. Maize and wheat 
prices are rising which might 
cause margin pressure on 
basic foods.

2. The company has a 
history of successful growth 
and wealth creation, backed 
by a defensive business with 
good dividends.

2.                Breaches of the Com-
petition Act in basic foods has 
raised scrutiny and dented 
pubic confidence. However, 
the company has handled this 
issue well.

3. Africa holds 
exciting potential and huge 
growth. Much of this is still 
untapped.
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We wrote a short 
article on Grindrod in 
our December 2010 
issue of Intuition, 
commenting briefly 
on the company’s long 
history and its steady 
rise from humble 

beginnings as a simple clearing and forwarding agency to a 
global shipping and logistics group. In that article we also 
commented about how notoriously volatile the shipping 
industry can be. Unfortunately, that comment has proved all 
too correct over the past nine months.

The company’s profits peaked in 2008. Those were the best of 
times. Commodity prices were booming, ships were full and 
the Rand was weaker. Consequently, profits peaked at 511c 
per share. That is a far cry from the 150c that we expect the 
company to generate this year. As expected, dividends have 
contracted in line with profits, so returns to shareholders 
have been muted, at best.

That being said, we continue to believe that Grindrod offers 
an exciting long term growth opportunity. Our thesis is 
premised on a number of factors, but key amongst them 
is their aggressive move to become more than just an 
operator of ships. As mentioned earlier, shipping is volatile. 
That is not a good characteristic when analyzing companies. 
Management has recognized this and expanded aggressively 
into alternative, but complimentary, industries. Those include 
logistics, transport, and ports. We believe that this is where 
the true value and future of the company lies. Together with 
overseas partners, Grindrod has a long term concession over 

the Maputo Port and surrounding areas. They have already 
invested huge sums to expand capacity and improve facilities 
– those actions are expected to start delivering returns this 
year. For example, they have expanded their coal terminal at 
Maputo from a capacity of 4 million tons p.a to 6 mtpa, and 
now further to 13mtpa. Together with substantial dredging, 
Maputo has become a viable alternativeharbour to Richards 
Bay and Durban, and is ideally placed to capitalize on the 
development of Mozambiquan coalfields.

In the short term, profits remain vulnerable, although the 
Rand will not stay strong forever. Yet despite the broad 
economic issues, Grindrod continues to build a foundation 
for significant wealth creation when factors become more 
favourable. We share in their vision for the future, and believe 
it is worth being patient.
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Pros Cons
1. Ongoing diversification 
into ports and logistics is 
exciting, and mitigates the 
impact from weak and volatile 
shipping markets.

1. The rand remains 
exceptionally strong and 
profits will be hurt for as 
long as this continues.

2. That said, shipping 
markets are turning, and should 
benefit if our view of a Chinese 
recovery takes hold. Markets are 
concerned about the number of 
new ships. We think this is vastly 
overblown.

2. The level of new 
ship building is a concern, 
but overstated. However, 
there is spare capacity in 
shipping that must be filled 
through buoyant trade 
before profits per ship will 
rise.

3. Non-shipping related 
activities now comprise more 
than 50% of profits. Shipping is 
becoming less relevant.
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Luxury has been with 
us since the beginning 
of time and surprisingly 

perhaps, a South African dynasty - the Rupert Family - has 
cornered a large share of this lucrative market. In 1988 
CompagnieFinanciereRichemont AG, a Swiss company, was 
formed when Rembrandt’s local and overseas interests 
were separated. Last year,Richemont grew its sales by 33% 
in Euros, which was matched by its peer companies such as 
Gucci, Hermes, Tiffany and so forth. It has experienced record 
sales for its jewellery and watches. Consequently profits rose 
by 63%, double the rate at which sales grew. Richmond’s 
brands are classified into three main categories (profit 
contribution in brackets), namelyJewelleryMaisons (70%), 
Specialist Watchmakers (25%) and MontblancMaison (7%). 
With operating margins of 30%, 22% and 16% respectively, 
it is no wonder that loyal shareholders can now afford to buy 
the company’s expensive trinkets.

Why are luxury purchases so strong, especially given the 
prevailing political and economic uncertainty? We believe the 
luxury market is driven by economic growth, rising per capita 
incomes and the level of asset prices. Consumers will indulge 
in life’s nice-to-haves when they either have the means or 
feel comfortable about their financial position. Since the 
Financial Crisis and despite more muted economic growth, 
equity markets have performed well resulting in a feel-good 
factor which correlates well with the luxury goods market. 
Excess liquidity and extremely low global interest rates have 
combined to stimulate the purchases of watches, jewellery, 
perfumes and other accessories.

Another interesting factor influencing demand is world 

travel. The chart highlights the correlation between growth 
in international travel and Swiss watch sales (used as a proxy 
for the luxury industry). Statistics indicate that global tourism 
is alive and well and the spur of the moment spending does 
sometimes (or doesmost of the time) result in a nice writing 
instrument from MontBlanc, or that special fashion item 
at Lancelthat makes Richemont’s tills ring. Asia, including 
China, has become a dominant force in the luxury market. 
Richemont’s sales have grown in excess of 40% in Asia. 
Europe and Asia together now account for 80% of global 
sales, shared equally between them. In addition, outbound 
travellers from China have grown from 10 million people in 
2002 to 57 million currently. Those tourists are estimated to 
have spent $50bn abroad. Amazingly, these statistics (China 
alone) are growing by more than 10% per year. Various other 
factors not mentioned indicate that the luxury market is 
constantly growing, and is more affected by dramatic events 
rather that muted economic growth scenarios. Unfortunately, 
Richemont, other than being presently overvalued, is not 
suited to all portfolios. The share has a paltry dividend yield, 
but for those who have followed the Rupert Family through 
Voorbrand (1940), which became Rembrandt way back in 
the 1940s, they have been rewarded with superb wealth 
creation.
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Pros Cons
1. Latin America and India 
offers untapped markets.

1. Strong current trading 
implies a higher base from 
which to grow in the future.

2.Net-a-Porter business 
- Cash flow positive after 
initial expenses.

2.Its product mix is more 
cyclical than other luxury 
companies.

3. Discretionary spending 
remains healthy.

3. Rand strength hurts local 
shareholders.
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Disclaimer:
The information contained in this newsletter comes from sources believed to be reliable, but Harvard House Investment Management (Pty) Ltd , Harvard 
House Financial Services Trust, and Harvard House, Chartered Accountants (collectively known as the Harvard House Group), do not warrant its completeness 
or accuracy.  Opinions, estimates and assumptions constitute our judgment as of the date hereof and are subject to change without notice.  Past performance 
is not indicative of future results.  This material is not intended as an offer or solicitation for the purchase or sale of any financial instrument. Any investor who 
wishes to invest with the Company should seek additional advice from an authorized representative of the firm. The Company accepts no liability whatsoever 
for any loss or damages whatsoever and howsoever incurred, or suffered, resulting, or arising, from the use of this newsletter. The contents of this newsletter 
does not constitute advice as contemplated in the Financial Advisory and Intermediary Services Act (FAIS) of 2002.
 
The Harvard House unit trusts are registered under the Metropolitan Collective Investments Schemes license.  Custodian: Standard Executors & Trustees:  Tel 
(021) 401-2286.  Collective Investments are generally medium to long term investments. The value of participating interests may go down as well as up and 
past performance is not necessarily a guide to the future. Collective Investments are traded at ruling prices and can engage in script lending.  Forward pricing is 
used. Commission and incentives may be paid and if so, are included in the overall cost.  This fund may be closed to new investors.  Collective Investment  prices 
are calculated on a Net Asset Value basis and auditor’s fees, bank charges, trustee and RSC levies are levied against the portfolio. The portfolio manager may 
borrow up to 10% of portfolio NAV to bridge insufficient liquidity.   Metropolitan Collective Investments is a member of the ACI and is an authorised Financial 
Services Provider.  Should you have any further queries or complaints regarding the suite of units trusts offered by The Harvard House Group please contact:  
Metropolitan Collective Investments Ltd Call Centre, Tel:  0860 100 279, Fax:  (021) 940 5885, PO Box 925 Bellville, 7535 Email:  metunit@metropolitan.co.za.  
If your complaint has not been resolved to your satisfaction, kindly contact our Complaints Resolution Committee, Tel:  (021) 940 5880, Fax:  (021) 940 6205, 
Email:  emoruck@metropolitan.co.za.  For your information, the FAIS ombudsman provides an independent and objective advisory service.  Should you not be 
satisfied with the outcome of a complaint handled by Metropolitan, please write to, The Ombudsman, PO Box 74571, Lynnwoodridge, 0040.  Telephone (012) 
470 9080/99.  Fax (012) 348 3447.  Email:  info@faisombud.co.za
 
Harvard House Investment Management (Pty) Ltd is an authorized financial services provider in terms of the FAIS Act (2002); Licence no: 675  
Harvard House Financial Services Trust is an authorized financial services provider in terms of the FAIS Act (2002); Licence no: 7758 
Harvard House, Chartered Accountants is an authorized financial services provider in terms of the FAIS Act (2002); Licence no: 14724

For more information on the range of products and services offered by Harvard House Investment Management 
and its associated companies (including Harvard House, Chartered Accountants), or for any financial advice, 
please contact the Company at:
Harvard House     Tel:  +27 (0) 33 330 2164
3 Harvard Street PO Box 235   Fax:  +27 (0) 33 330 2617   
Howick 3290  Howick 3290   E-mail:  admin@hhgroup.co.za
South Africa  South Africa   Website: www.hhgroup.co.za    

insiGHt sEminAr: kZn midlAnds & GAutEnG
Politics seems to be at the forefront of investors’ minds at present. Whether it be Julius Malema’s repeated outburst on 
nationalization, or the increasingly aggressive stance of the Zimbabwean government towards foreign firms, there is a 
growing mood of unease over the future direction of government policy. Our next seminar will try and shed some light on 
our thoughts on these tricky issues.

These functions continue to draw a lot of 
support, for which we are very grateful. 
All clients are welcome, and please invite 
friends along if you feel they may benefit 
from the evening.

Natal Midlands
Topic: Politics, economics and markets
Date: Tuesday 27th September 2011
Venue: Cowan House Dining Room
Address: 11 Dennis Shepstone Drive, Hilton
Time: 5.30pm for 6pm
RSVP: Cathy Maitin Casalis on 033 330 2164 or cathym@hhgroup.co.za


