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Understanding Remgro’s investment portfolio• 
Construction: falling down• 

(n: immediate insight; receive knowledge by direct perception)
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If you ask any seasoned, long-term 
investor on the JSE to name one share 
that represented stability and reliability, 
I am convinced that at least eight out of 
ten would reply “Remgro.” Punters will 
regale their audience with stories of the 
wealth created by buying 1,000 Remgro 
shares fifty years ago and putting them 
away in the bottom drawer. Since first 
listing all the way back in 1956, the 
company has undergone a number of 
radical transformations over its lifetime 

– hence the title of this article. Each time the transformation 
has appeared radical – a dramatic shift from the past or a lurch 
in a new direction – and commentators have questioned the 
future. Each time they have been proved wrong. The Remgro 
management team has continued to deliver the goods.

For history’s sake, it is worth 
casting our minds back, first 
to the 1980s. in 1988, Remgro 
split into two separate 
companies, a local investment 
trust (which we know today 
as Remgro), and an overseas 
company with interests in 
tobacco, pay-TV and luxury 
goods. That company was 
called Compagnie Financiere 
Richemont. Over the past 
twenty years it has evolved to 
become one of the dominant 
companies in the luxury 
goods industry. (If you doubt 
the allure of luxury goods, just reread Nigel’s article on his 
experience in Singapore towards the end of last year!) 

The second major reorganization took place in 2000 with 
the creation of Venfin (a vehicle housing a number of high 
technology interests), with the balance remaining in Remgro. 
A number of subsequent transactions have occurred since 
the creation of Venfin, to the point that Venfin no longer 
exists. Most of the components have been reabsorbed into 
Remgro.

Thirty months ago Remgro embarked on one of the most 
complex transactions ever witnessed on the JSE. Whilst it had 
been brewing for some time owing to legislative changes in 
Luxembourg, the market was still taken by surprise. Clients 
will remember it well. Remgro unbundled its holding in 
British American Tobacco to its shareholders, whilst also 
simultaneously creating Reinet, an offshore investment trust. 
What made the transaction so momentous was that for the 
first time in its history, Remgro no longer had a direct interest 
in the tobacco industry. That investment was now partially 
housed within Reinet, but also directly by its shareholders. 
Commentators and investors alike were quick to start penning 
Remgro’s obituary. To be fair, even we were skeptical! One of 
Remgro’s key attractions over the years was its consistently 
high (and growing) dividend yield, generated primarily from 
its vast tobacco empire. That foundation had gone. What 
now?

The unbundling of British 
American Tobacco, in 
October 2008, coincided 
with the eye of the 
storm that was the 
Global Financial Crisis. 
Markets were in freefall 
and the Rand went for 
a ball of chalk (again!). 
It was a bleak time for 
investors the world over. 
In hindsight, government 
action did prevent the 
unthinkable – a complete 
meltdown of the financial 
system – and markets have 
since recovered. Normally 

Remgro performed well in turbulent times – tethered by its 
investment in tobacco. 

This time round, that anchor had gone. Remgro was all at sea. 
Or was it? The chart below shows the performance of Remgro’s 
share price relative to the broader JSE All Share Index – the 
starting point being the day after the unbundling of BAT. Over 
the past thirty months, Remgro has outperformed the JSE by 
a little over 10%. How do they do it?

REmGRo: tHE aRt of REjuvEnation

Micahel Porter

Remgro’s Investment Philosophy 
Remgro invests in businesses that can deliver 
superior earnings and dividend growth over 
the long term. This involves the acquisition 

of eaningful interests in companies that have 
sound management and have the ability to 

generate strong cash returns and growth. Remgro 
forges strategic alliances on a partnership basis 
and endeavours to add value where possible. 
The purpose is to ensure excellent returns to 
shareholders by way of dividend and capital 

growth.
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In this author’s opinion, it is the company’s ability to 
continually reinvest itself that is the primary driver of 
wealth creation. After the unbundling of BAT, a majority of 
the balance of Remgro’s investments consisted of passive 
holdings in a number of listed companies, together with a  
substantial cash balance. Investors were unimpressed. Most 
of the larger investments could be bought directly on the JSE, 
without going through Remgro. The large cash balance was 
attractive, but there was no indication that Remgro would 
distribute this as a special dividend to shareholders. In fact, 
common thinking was that given the loss of its core tobacco 
foundation, Remgro would be increasingly protective over 
its cash holdings. In summary, Remgro had always been solid 
and reliable, with strong dividends. Now it was boring, a relic 
of a bygone era when large local companies, restricted by 
exchange controls, were forced to accumulate large stakes in 
any company they could get their hands on.

Fast forward by twenty eight months, and the picture looks 
quite different. Remgro has been busy, trimming its portfolio 
of non-core assets where it feels it cannot add value (Nampak 
- see the company’s investment philosophy highlighted on 
the opposite page), unbundling other smaller investments to 
shareholders (Trans Hex Mining), and increasing its exposure 
to industries where it sees a long term future (Medi Clinic, 
Kagiso Trust, CIV Group and others.) More recently, it has 
been actively involved in the restructuring of its financial 
interests – firstly through the created of MMI Holdings (the 
merger of Metropolitan Holdings and Momentum), and 
then the subsequent unbundling of RMB Holdings into two 
separate companies. Those transactions are expected to be 
complete within the next few months. These transactions 
highlight the continually evolving nature of Remgro and its 
investment portfolio.

The charts below show the composition of Remgro’s 
investment portfolio. On the left is the portfolio as at 31 March 
2009, after the unbundling of BAT. On the right is the portfolio 
as it currently stands, although this will also change once the 
RMB transactions referred to above are consummated. 
A few points stand out:

• The proportion of the portfolio represented by other 
listed companies has fallen over the past eighteen months 
(unlisted investments are shown by the protruding 
segments in each chart.) This is a distinguishing feature, 
and makes Remgro attractive. These investments cannot 
be bought directly on the JSE.

• Through the acquisition of Venfin and other investments, 
Remgro has increased its technology and media interests. 
It has a stake in eTV, and in Dark Fibre Africa & Seacom, 
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broadband cables across SA’s cities and linking SA to the 
world.

• Despite all its investment activity, Remgro’s net cash 
resources are largely unchanged. This implies that it 
has swapped some existing investments for others, but 
its underlying investments are also generating cash and 
paying dividends. That is hugely encouraging.

So where to from here? The next major milestone for the 
group will be the consummation of the RMB transaction, 
which will result in Remgro owning an effective stake of 35% 
in RMB Insurance Holdings (a company with investments in 
the merged Metropolitan/Momentum entity, Outsurance and 
Discovery Holdings.) These are arguably some of South Africa’s 
brightest insurance assets, with strong growth potential both 
here and abroad.  It will retain a stake of 32% in RMB Holdings 
(whose only asset will be its investment in FirstRand Bank). 
Both of these investments are cash generative – in other 
words, they pay handsome dividends,. Those dividends can 
be used to pay for further investments in other key areas 
of Remgro’s portfolio. This strategy is not dissimilar to that 
employed by Berkshire Hathaway, the investment company 
managed by Warren Buffett. The market is starting to take 
notice.

The issue of dividends was discussed earlier – one of the 
reasons that many took flight after the unbundling of 
BAT. Whilst the dividend yield has fallen sharply since the 
unbundling, the commitment to pay increasing dividends 
from year to year remains firmly in place. 

The table below highlights the dividends paid over the past 
two years. It is a short history, but one during which there 
was severe turbulence both here and abroad. If you believe 
in the investment philosophy of Harvard House, namely that 
of investing in assets that pay regular, and rising, dividends 
to their shareholders, then Remgro must feature strongly on 
the radar.  

Remgro is not cheap, based on the discount at which the share 
price is trading relative to the value of its entire investment 
portfolio. Traditionally that gap has ranged between 15% and 
25%. Some might argue that such a substantial discount is 
too wide, but it was justified when many of the underlying 
investments could be bought directly on the JSE. That 
dynamic is changing.   The unlisted portion is growing, and 
the discount has narrowed – it now stands at approximately 
10%. In the short term, we feel that the share is expensive, but 
history has proved the Rupert Family to be shrewd operators 
with the ability to take a long term view and the patience 
to see it realized. Investors who have persevered have been 
rewarded.

Dividends Paid by Remgro since Unbundling British American 
Tobacco

Interim Final Total
Year ended March 2009 80c 110c 190c
Year ended March 2010 84c 125c 209c
Year ended March 2011 101c - -
Forecast for final 
dividend (Mar 11)

139c 240c

Remgro has a stake in free-to-air TV channel eTV

Fibre optic cable owner, Dark Fibre Africa & Seacom 
count Remgro as a shareholder.
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undERstandinG REmGRo’s invEstmEnt poRtfolio

Many of Remgro’s investments are well 
known to investors, and given that many 
are listed, we may well cover them in 
separate reports. But there are a few 
investments that are less well known, 
and which are touched on below.

Media Interests
Remgro’s media interests are dominated 
by its investment in Sabido Holdings, 
which is the holding company for 

eTV. From humble beginnings and a hugely disadvantaged 
competitive position (SABC was dominant), the station has 
managed to carve out a valuable niche. It has won market 
share, gained a valuable slice of available advertising revenue, 
and secured access to various sources of content. 

The perennial woes at the SABC only play into its hands and 
offer viewers without satellite TV a viable alternative. The 
launch of eTV News on DSTV has been another huge success. 
It has surpassed Sky News as the “most-watched” news 
channel on the DSTV platform. We believe there is still plenty 
of scope for eTV to grow.

Technology Interests
There are two complementary operations in this group – 
namely CIV Holdings which is the holding company for Dark 
Fibre Africa, and a stake in the SEACOM undersea cable. Both 
of these investments are in broadband cables that will bring 
high speed internet access to South Africa. Dark Fibre Africa 
is rolling out fibre optic cable networks across our major 
cities, whilst SEACOM was the first cable to go live along the 
East Coast of Africa. For those who rely on the internet, one 
can already appreciate the difference these investments are 
making. 

There is much more to come. Broadband internet is one 
of those commodities that you can do without. But, like 
chocolate, once you’ve tasted it, there is no going back. 
What’s more, demand rises exponentially as more and 
more functions are added. (For example, initially one just 
uses it for email, but then you add Skype to chat with the 
grandchildren, and then you download music and movies. So 
it continues.) There is no doubt that SA’s broadband usage is 

trivial in a global context. That is due solely to the fact that it 
has historically not been available. That is changing fast, and 
the growth should be explosive.

Distell
Distell, listed separately on the JSE, is one of the country’s 
leading liquor producers and distributors, counting such 
famous South African icons as Amarula Cream, Van Ryn’s, 
Mainstay, Hunters and Nederburg in its brand portfolio. 
Remgro has an effective 58% stake in the company, with 
SABMiller holding a further 29%. That means that there is 
very little left for other shareholders, and is a key reason why 
the share is so illiquid and difficult to trade. The company has 
a long and rich heritage, and can trace the roots of some of 
its brands back to 1700, although Distell itself is certainly not 
that old.

Distell’s brands already hold a dominant position in the local 
market, so the Group has been active in its international 
expansion. It exports its products to over 110 countries, 
including a strong African distribution network. International 
sales make up 20% of profits, and that is despite the impact 
of the strong currency. Future sales are dependent on a 
recovery in consumer spending, both here and abroad. We 
see evidence that this is starting to gain momentum. Distell 
should benefit from that, as well as our forecast of a slightly 
weaker currency.

Food
Tucked away in the industrial portfolio are a number of well-
known food brands. The largest is a stake in Unilever South 
Africa, a division of the giant global Unilever Group, which 
makes everything from soap to washing powder, spices, and 
ice cream. Remgro also has investments in Rainbow Chicken 
and TSB Sugar. We feel that there is particular upside for 
sugar, given a global shortage (due to drought conditions in 
Brazil and India) and high oil prices, which encourage sugar 
to be used in the production of ethanol as an alternative to 
petrol. These three investments constitute 16% of Remgro’s 
total investment portfolio.

Micahel Porter
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constRuction: fallinG down

A new year is traditionally associated with a fresh start. It 
is a chance to wipe the slate clean and put your best foot 
forward to reach those lofty goals immortalized in new years’ 
resolutions. Unfortunately, someone forgot to tell this to the 
construction industry. The year has started on anything but 
a positive note. Still reeling from the fallout of the Financial 
Crisis, the industry suffered a double blow as the World Cup 
came and went, and with it, plenty of work at juicy margins. The 
industry is still in the throes of the hangover. Unfortunately, it 
is investors who need to reach for the Panado bottle to ease 
the suffering. 

Share prices have tumbled this year, sparked by a warning from 
Murray & Roberts, the country’s largest construction firm, 
that it would report a sharp fall in earnings due to unresolved 
conflicts on a number of contracts. After plenty of anecdotal 
evidence that new contracts were scarce and competition 
strong, it was the last straw for investors. They have bolted for 
the exit. To add insult to injury, the Competition Commission 
also announced that it was investigating cases of collusion 
for contracts leading up to the World Cup. It has alleged that 
firms colluded to divide the work amongst themselves, and 
in so doing, raised prices to inflate profits. These allegations 
are unproven at this stage, but it is normally a case of “where 
there’s smoke, there’s fire.”

What is so frustrating is that there should be plenty of work 
for the construction industry. Despite the progress made to 
improve our infrastructure ahead of the World Cup (freeway 
upgrades, expanded airports and the Gautrain for example), 
our infrastructure remains woefully inadequate to meet the 
demands of society. Yes, there are two power stations under 
construction, but the lack of experienced project management 
skills from Eskom are causing delays and cost overruns due to 
constant changes in scope and design. (That is the nub of one 
of M & R’s disputes referred to above.) Delays and ineptitude 
are rife in other areas too. I recently attended a conference in 
Cape Town on the outlook for the industry. One of the more 
insightful presentations was made by Conrad Barberton, who 
is responsible for municipal finances at National Treasury. At 
a national level, the government has its ducks in a row. Cash is 
available for projects in water, sanitation, housing, healthcare 
and education. But this all falls down when responsibility for 
implementation falls to the provinces and local municipalities. 
We all know the story. It fills the headlines every day. For the 

fiscal year ended June 2010, our nine provinces underspent 
their capital budgets by 20%. That equates to R17 billion 
of money available for projects, but simply not spent. At a 
municipal level 192 out of a total of 283 municipalities across 
the country underspent on their capital allocations. National 
Treasury is wringing its hands in frustration.

In the heydays of the infrastructure boom, we often referred 
to the ratio of infrastructure spend relative to the size of 
the total economy. A common rule of thumb suggests that 
when this ratio is below 25%, the country is consuming its 
infrastructure (ie, we are not replacing or maintaining what 
we have got) whereas a ratio above 25% implies that we are 
adding to our productive base. The chart below plots this 
ratio over time. It is easy to see why optimism was building 
five years ago. The ratio was climbing for the first time in 
twenty years. Spurred on by the World Cup, government had 
at last emerged from its paralysis and was taking action. That 
momentum has fizzled out in spectacular fashion, despite an 
ongoing commitment in the annual National Budget for huge 
spending on infrastructure. 

Government ineptitude is not new, so all the industry’s 
woes cannot be laid at their door. In the past, regular work 
has come from the private sector. The problem this time 
round is that the private sector is still recovering from the 
Financial crisis. Before the Crisis, companies were investing 
aggressively in new capacity and new projects. The Crisis 
brought the economy to its knees within months, and it is 
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only now starting to show signs of life again. The result is that 
companies do not need to invest – they have plenty of spare 
capacity that still needs to be utilized before they embark on 
fresh expansions. The only exception is the mining industry. 
Thanks to rampant commodity prices, mining is picking up 
steam fast. It has been the one saving grace for construction 
firms, but as birders know, one swallow doesn’t make a 
summer.

The final nail in the coffin is the residential property market. 
Interest rates are at record lows, yet demand for housing 
remains subdued. Why? The simple reason is that during 
the last boom, consumers accumulated too much debt. 
That debt is gradually being repaid, but at a snail’s pace, and 
having been bitten so badly by the severity of the recession, 
consumers are reluctant to loosen the purse strings. In time 
this is encouraging. Lower debt will mean a more sustainable 
recovery in future. However, in the short term, this is just 
another drag on an already beleagured sector. John Loos, the 
respected residential property economist at FNB, was also 
present at the conference in Cape Town. His team undertake 
regular surveys of estate agents to determine trends in the 
housing market.  At present, they estimate that the average 
property is on the market for sixteen weeks before it is sold, 
versus just six weeks a few years ago. Furthermore, 80% of all 
properties are sold at a price lower than the asking price. At 
the end of the day, a strong recovery in the property market 
is unlikely in the near term, which adds additional uncertainty 
for the building industry.

Based on the above, a natural reaction would be to steer well 
clear of the construction industry. We have been reluctant to 
dispose of all construction related shares for clients, believing 
that the construction cycle was larger and stronger than just 
projects associated with the World Cup. In hindsight, that 
choice was incorrect. Yet the challenge now is to assess what 
the future holds, and not to react on past events. To quote 
an old phrase, “there is no point shutting the door after the 
horse has bolted.”

Construction-related shares are pricing in bleak times ahead. 
In many cases, share prices are the lowest in six years, and 
valuations are back to levels last seen during the 1999-2002 
recession, when it appeared that nothing would ever be built 
again. In other words, and in our opinion, current share prices 
are factoring in the worst of times. Is that justified?

In our opinion, it is not all bad news. As mentioned above, 
the mining industry is back on its feet, and projects are being 

accelerated to meet growing demand for key commodities 
across Asia. There is also the first glimmer of light that 
the private sector is returning to life. In its results, WBHO 
commented that it had secured a number of contracts from 
the likes of Netcare, Sun International, and selected office 
parks. Looking further afield, Qatar has been awarded the 
right to host the 2022 FIFA World Cup. Infrastructure there is 
poor, so a period of strong growth is expected, and all of our 
major companies have operations in that region.

The only remaining question is the outlook for local 
government spending. At the time of writing, the National 
Budget had not yet been released, but we expect another 
strong commitment to infrastructure spending, both as 
a means of job creation and poverty alleviation. It is also 
encouraging that a permanent CEO has been appointed 
for Transnet, given their pivotal role in rail and ports. The 
problems at municipal level will not be solved overnight, but if 
there is a silver lining to the current unrest across the Middle 
East, it must be a warning to our government that service 
delivery cannot be stalled forever. Most investors are unlikely 
to give construction companies the benefit of the doubt in 
the near term – they will wait for concrete (excuse the pun) 
proof that conditions are turning. We believe that we’re close 
to the bottom of the cycle, if we are not there already. Now 
is not the time to abandon ship. It might take six months, but 
we are confident that we will be able to report better news 
on shares such as M& R, Aveng and PPC later this year.

The mining industry is growing again. 
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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

insiGHt sEminaR
The best performing asset class over 2010, and indeed over the past ten years, has been listed property. Traditionally, listed 
property is a more stable investment than shares, and therefore lower returns are expected, especially over periods such 
as ten years. Yet this has not been the case.  Our next Insight presentation will focus on listed property, the prospects and 
drivers, and whether we should continue to invest in it for clients in the years ahead.  

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. 

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    

Natal Midlands
Topic: Listed Property:  Is it still a worthwhile investment
Date: 29th March 2011
Venue: Cowan House Dining Room
Address: 11 Dennis Shepstone Drive,

Hilton
Time: 5.30pm for 6pm
RSVP: Cynthia Hirsch on 033 330 2164 or cynthiah@hhgroup.co.za


