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In this edition:

Pallinghurst: oaks from acorns• 
Midcap shares for the bottom drawer• 
Broadband: light at the end of the cable• 

(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

The Harvard House investment 
philosophy places a high value on the 
dividends which are paid by companies 
to shareholders.  Capital growth follows 
as a result of the growth in earnings and 
dividends.  

Pallinghurst is one of a handful of 
companies which we have bought, and 
continue to purchase, for clients which 
does not pay a dividend at present, 
and which may not pay a dividend for 

the next three years.  The reason is that Pallinghurst is a new 
company which will not grow by acquisition or merger deals.  
It is building a powerful group of assets from scratch, and it 
takes both capital, time and patience to bring a new mining 
project to full production.  However, 
if brand new projects can successfully 
be brought to full production, then 
the growth in capital value will be 
substantial.  Once the new projects 
reach maturity, the market will price 
the earnings in comparison with other 
established mines.  The large gains, if 
or when they do materialize, will be 
realized in the build up to full maturity 
of each division.

Pallinghurst has four major divisions:

• Platinum.  Platmin aims to produce 250,000 ounces of 
platinum group metals a year.  This target should be met in 
2012, and it was encouraging that the number of ounces 
mined in 2010 doubled relative to the previous year.  Platmin 
has also announced the acquisition of further mineral 
rights for $75 million and this will enable it to consolidate 
its mining rights into one major mining lease. The company 
has also acquired strategically important infrastructure 
assets including essential water and electricity rights.  
Platmin aims to become a significant player in the platinum 
industry and may well become the third largest producer 
after Angloplats and Implats, although this will take time 
to achieve.

 Brian Gilbertson is chairman of the company and he was 

responsible for the merger of Gencor and Billiton which 
at that time was a subsidiary of Shell Oil.  He then merged 
Billiton with Broken Hill Proprietary in Australia to create 
BHP Billiton.  He has the skills and the contacts to bring 
these plans to fruition.  

• Steel Feed Corporation.  This company has a strategy to 
develop a platform to supply the key raw materials required 
in the production of steel.  The company is concentrating 
on manganese, iron ore and coking coal.  Jupiter is the 
main company in this division and it holds a significant 
investment in Tshipi Borwa which is developing a world 
class manganese mine.  The Mt. Ida Magnetite Project 
will provide for the production of ten million tons of high 
grade magnetite concentrate per annum.  This company 
has links to Posco which is one of the very large Korean 

steel companies.

Brian Gilbertson commentated in the 
annual report that demand for steel 
in the emerging nations, particularly 
in China and India, remains strong.  
The investments owned by Steel Feed 
Corporation are well positioned to 
benefit from this growing demand 
for steel and also for demand for raw 
materials which will be used in the 
steel industry.

• Gemfields.  This company has a strategy to become the 
leading coloured gemstone producer (gemstones such as 
emeralds and rubies), pursuing consolidation and vertical 
integration on an international scale.  A core pillar of the 
strategy is to bring ethically produced conflict free rough 
gemstones with certificates directly from the mine to the 
market place.  The Kagem mine produced 17.4 million 
carats in the year ended 30th June 2010, and in the six 
months to December 2010 the mine produced 18.7 million 
carats, or more than double the output for the whole of 
the previous year.  The cost of production for the last six 
months was $0.36 per carat compared with $0.73 for the 
whole of the previous year.  So the cost of production has 
halved with a substantial benefit for the profits generated 
by the company.

PallinGHurst: Oaks frOm acOrns

Nigel Porter

“Brian Gilbertson commentated 
in the annual report that 
demand for steel in the 

emerging nations, particularly 
in China and India, remains 

strong.”
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• Faberge.  Karl Faberge was the renowned jeweler to the 
Tzars of Russia.  His creations, especially the Faberge Eggs 
made famous in the James Bond film, Octopussy, fetch 
fabulous prices.  Pallinghurst has bought all the rights to 
the Faberge name from Unilever and at 31st December 
2010 there was only one licensing agreement outstanding.  
This gives Pallinghurst increased control over the brand and 
the strategy is to re-establish Faberge as one of the most 
exclusive and valuable luxury brands in the world.  Luxury 
goods are selling particularly well as wealth increases 
rapidly in Asia, and Faberge sales are strong to the Russian 
oligarchs.  Faberge has launched the all white diamond 
“carnet de bal” collection which is only the second high 
jewellery collection marketed by Faberge since the Russian 
Revolution in 1917.

Pallinghurst announced annual results for the year ended 31st 
December 2010, on 28th March 2011 and salient features are 
as follows:

1. The net profit for the year increased from $62.4 million in 
2009 to $116 million in 2010, an increase of 86%.

2. The net asset value per share increased from $0.68c in 
2009 to $0.92c in 2010.  This represents an increase of 
36% and shows how the value can increase as these four 
projects start to reach full potential. 

3. The net asset value per share in Rands, at an exchange rate 
of $1 = R6,62, on 31st December 2010 is 609c.  The price 

of Pallinghurst on 31st December 2010 was 408c which 
represents a discount of 33% to the net asset value of the 
share.  That is quite a steep discount and Brian Gilbertson 
has stated openly that he does not understand why the 
market is not giving a better rating to the shares. Shares 
can go for long periods where their true value is not 
recognized by the market. Whilst this can be frustrating, it 
provides astute investors with an opportunity to acquire 
shares at attractive prices, before the hype sets in.

If we assume that the four divisions will continue to develop 
as planned over the next year, (and we are confident that 
they will), then the net asset value might well exceed $1 per 
share by December 2011.  Whilst it is impossible to predict 
the timing of such a move, we also expect the Rand to be 
weaker by that stage, possibly R7/$1, which would imply a 
net asset value of 700c per share by 31st December 2011.  
If this were the case, then we would expect the shares to 
steadily appreciate in value over the next 12 – 24 months.

Pallinghurst is unlikely to pay a dividend until Platmin is in 
full production, and Jupiter has brought Mt Ida and Tshipi 
Borwa to full production, still a few years away.  However, the 
potential for capital growth in the interim period is substantial. 
We realize that Pallinghurst is not a share for all portfolios, 
but for those clients who do not have a need for income and 
who are prepared to hold the share for three years, then we 
believe that this share has huge potential.

There is no doubt that Brian Gilbertson is one of the country’s and indeed 
the world’s, most highly respected mining executives. After graduating 
from Rhodes with a BSc (and later an MSc) in mathematics, he worked for 
various companies, including JCI and Rustenburg Platinum Mines. In 1992, 
he became CEO of Gencor, and was instrumental in merging it with the 
mining assets of Royal Dutch Shell, and then engineering the move from 
SA to London, and renaming the company Billiton. A few years later, Billiton 
was merged with BHP of Australia, to become the world’s largest mining 
company – a position it still holds today. Gilbertson was named CEO of the 
organization, but a personality clash between him and the then chairman, 
Don Argus, saw his tenure at BHP Billiton end prematurely. Since leaving 
BHP, he has engineered the merger of SUAL, RUSAL and the alumina assets 
of Glencore to form the world’s second largest aluminium company. He is 
now chairman of Pallinghurst.

Brian Gilbertson
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It is human nature to trend towards the 
idea that “bigger is better.” We do it 
instinctively in many facets of life, and 
so it also tends to be with investments. 
The most widely followed stock market 
indices in the world just track a handful 
of the largest companies (Dow Jones is 
the top 30 companies in the USA; our 
Top 40 Index is the largest 40 companies 
in this country.) To add credence to this 
philosophy, many commentators will 
argue that investors should stick with 

the “big boys.” After all, they haven’t become big by chance. 
Typically, they are the biggest because they have been 
successful. So there is some logic in this approach.

But to focus solely on a small group of large companies can 
also be misguided. They have been successful to become 
today’s corporate giants. That does not automatically 
mean that future success is guaranteed. Part of our job 
is to identify those smaller companies with potential to 
become tomorrow’s giants. If one looks hard enough, there 
are plenty of candidates – smaller companies making their 
mark, and often punching about their weight. The rest of this 
article highlights three, which in our opinion, are all worth 
holding for their ability to unlock value into the future. Not 
surprisingly, we have written about all three in the last seven 
months of Intuition – some in more detail than others. So this 
article reinforces comments already made, and highlights our 
thoughts when investing in them.

We wrote about DISTELL in the March issue when we 
discussed Remgro in detail. Distell has relatively few shares in 
issue, and they are tightly held.  Details are as follows:

There are very few shares available for ordinary investors.  
Remgro increases its holding with each passing year, 
and would acquire 100% control of the company -  if only 
SABMiller would sell its 29% stake to Remgro.  However, SAB 
Miller stubbornly declines to negotiate a sale of its stake, 
which in itself tells a story. They both hold on to their shares 
for the following reasons :

1. Distell owns top quality brands in the brandy, wine and 
cider markets.

2. It exports its products to 78 countries, on all six 
continents.

3. It is well managed.
4. It generated strong cash flows of R1.1 billion from 

operating activities in 2010.
5. It consistently pays good cash dividends to shareholders.

As the above table highlights, shares are hard to come by. 
They seldom trade on the JSE. Clients who are lucky enough 
to own Distell shares should adopt the same attitude as 
Remgo & SABMiller and hold on to them for the long term.
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miDcaP sHarEs fOr tHE bOttOm DrawEr

Nigel Porter

Number of shares in issue: 201,775,000 100%
Owned by:
- Remgro 67,393,000 33.4%
- Capevin Holdings 58,716,000 29.1%
- SABMiller Plc 58,515,000 29.0%
- All other shareholders 17,151,000 8.5%

A steady uptrend despite the recession



We understand Your Need for Financial Integrity

I N T U I T I O N
Market Insight from the Harvard House Group

Mobile only owned one investment, a 47% holding in 
TRENCOR.  This investment has been unbundled to Mobile 
shareholders, and so the holding company structure has 
been eliminated. Trencor now has a much wider spread of 
shareholders which makes the shares more tradable, and 
more available.

Trencor only has one investment, a 61.6% share of Textainer, 
which is listed on the New York Stock Exchange.  It is the only 
company listed on the JSE which offers direct access to the 
NYSE, without having to use the foreign exchange allowance 
available to legitimate SA citizens.  Important features are as 
follows:

1. Trencor owns the largest fleet of seaborne containers in 
the world.  Even more impressive, that fleet of containers 
is 98.6% let to customers (2009 – 91.0% let).

2. The Economist (Issue 04.02.11) comments as follows:  
“Maersk, the largest container shipping group in the 
world, has ordered 10 new mega container ships which 

will be the 10 largest vessels of any kind afloat on the seas.  
Each will carry 18,000 containers and each vessel will use 
50% less fuel per container than do current container 
vessels.  There are only approximately 20 global container 
carriers and they are bullish in a big way now that the 
world economy is climbing out of recession.”

3. Trencor / Textainer should be a major beneficiary of this 
on-going bullish trend, and the growth in containerized 
cargo around the world. Trencor is a tightly held top quality 
industrial share, which can safely be held for the longer 
term, especially if you believe in the ongoing growth in 
global trade.

Earnings /
 Share

% Growth Dividends /  
Share

% Growth

2007 302.2 80
2008 379.2 25.5% 110 37.5%
2009 134.8 -64.5% 120 9.0%
2010 335.5 148.9% 140 16.7%

TONGAAT is well known to most of our clients.  It has three 
major divisions, starch and glucose, property and sugar.  
Willie wrote an interesting article in the April 2011 issue of 
Intuition, on trends in world population which will rise shortly 
to 7 billion people and is projected to rise to 9 billion people 
by 2050.  Food is critical to this growing population, and there 
will be increased demand for sugar.  However, the rising price 
of oil due to political unrest in the volatile Middle East could 
have an important side effect.  There will be an increase in 
the demand for biofuels which are made from either maize or 
sugar.  Brazil, Japan, Indonesia and the European Union have 
all stated that biofuels must supply 10% of energy demand 
for transport by 2020.  Either way, whether for food or as a 
basic ingredient for biofuels, the demand for sugar is set to 
rise.  

Other factors include the following :
1. Production of sugar cane in Mozambique and Zimbabwe 

will increase sharply this year.
2. The company has 13000 hectares of land available for 

development near the new King Shaka airport on the 
Natal North Coast.  This asset is worth billions of rands to 
shareholders over the medium term future.

3. Dividends for the year ended Dec 2007 and 2008 were flat 
at 310c per share. The company then changed its year end 
and declared a dividend of 275c for the 15 months ended 
March 2010. Its next results are due shortly.

Tongaat’s price has been under pressure recently, in part due 

to the severe drought experienced on the North Coast, and in 
part due to the uncertainty around land tenure in Zimbabwe. 
The Zimbabwean government recently promulgated a bill 
forcing mining companies to sell 51% of their firms to local 
black investors (similar to our BEE) by September this year. 
This law does not apply to farmland, but if successfully 
implemented (over which there is considerable doubt), 
a nasty precedent will have been created. Longer term, 
the outlook is extremely exciting - the twin assets of sugar 
and property should provide a powerful base for growth in 
earnings and dividends. In the short term, the market wants 
clarity. Hopefully results in May will provide it. 
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Living at the southern-most tip of Africa 
has its advantages, especially in this 
volatile world in which we find ourselves. 
We are far away from the volatile 
Middle East region, 
and given the balance 
of global power, also 
far from most major 
troublespots and 
terrorist targets. Life 
is relatively peaceful, 
and thanks to Mother 

Nature, we are also blessed with relatively 
few recurring natural disasters (cyclones, 
hurricanes, earthquakes etc.) On that basis, 
Howick (and indeed most of the country), is starting to look 
like prime real estate.

Unfortunately, historically, there has been a downside. We 
are stuck at the end of the forgotten continent, and to some 

extent, we have been forgotten. During the 1990s and early 
part of this century, Europe, Asia and North America invested 
heavily in new telecommunications infrastructure. Literally 
dozens of new fibre-optic cables were laid, both undersea 

(connecting continents) and across cities 
and towns. That investment ensured 
that the internet was no longer referred 
to as “www = worldwide wait.” Speeds 
were fast, and everyone benefitted. High 
speeds and reliable connections spawned 
new opportunities for entrepreneurs 
everywhere. The digital age had arrived 
with a vengeance.

Not so for us poor citizens at the end of 
Africa. Up until 2009, there was only one (yes, one) cable 
stretching around the continent, from Spain to South Africa. 
From South Africa it then veered off across the Indian Ocean 
to India. East Africa had no undersea cables whatsoever. As 
a result, internet speeds were slow, unreliable and expensive 

– hardly conducive to attracting and encouraging 
new businesses to set up shop in South Africa.

This started to change in 2010 when the SEACOM 
cable went live. This cable runs up the East Coast 
of Africa, connecting, SA, Mozambique, Tanzania, 
Kenya and others. This has been followed by 
others, namely the EASSY and TEAMS cables. 
These cables have transformed internet and 
broadband access along the East Coast. In the 
next few months, the first new major cable 
running down the west coast of Africa will 
go live. Called WACS, it will revolutionize the 
telecommunications industry for both South 
Africa and many other African countries along its 
route. By the end of 2012, the ACE cable should 
also be up and running, and there has recently 
been an announcement of a new cable linking 
South Africa and Brazil.

The two pictures highlight the extent of the 
change. To put the new cables into context, it is 
like going from a twisty, single lane road to an 
eight lane highway without any corners! 

brOaDbanD: liGHt at tHE EnD Of tHE cablE

Michael Porter

African Undersea Cables 2009

“To put the new cables 
into context, it is like 
going from a twisty, 

single lane road to an 
eight lane highway 

without any corners!”
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Unfortunately undersea cables on their own add only 
marginal benefit to the end consumer. For the full benefit to 
be realized, the country’s internal infrastructure needs to be 
upgraded too. After years of wrangling and court cases, the 
telecommunications industry in our country is being turned 
on its head – and for the better. Consortia, led 
by MTN, Vodacom and Neotel, are laying fibre 
cables around the country, whilst others are 
laying cables across cities. One only needs to 
look at how often roads and pavements are being 
dug up to appreciate the frenetic activity that is 
taking place.  

Why is this important? Telecommunications 
and the associated IT services are an enabling 
infrastructure – and an absolute necessity in 
today’s computer-dominated world. Without 
cables and IT services, businesses simply cannot 
operate – at least they cannot operate efficiently. 
So the slew on new investment will bring down 
prices (already visible as the major cell companies 
cut prices to attract customers), open up new 
markets, create new opportunities, and enhance 
efficiencies. All of these are positive for future 
development and growth. What is more, if we 
think South Africa has lagged behind then pity 
those living north of our borders. Some African 
countries have no connectivity at all. These 
cables will benefit them too, and so too our 
companies that are fast expanding into Africa. 

Africa has been called the “Dark and Forgotten Continent.” 
In our opinion, that is about to change. For the first time, 
ordinary Africans will be able to harness the benefits of the 
internet. As we have seen elsewhere, once that starts, there 
is no turning back!

African Undersea Cables 2012

insiGHt sEminar - GautEnG
As we grapple with the volatility inherent in financial markets, it is often a good idea to take a step back and look at the 
reasons for investing in the first place. Our next JHB seminar will focus on the art of savings and investment for the long 
haul. Markets are so volatile and there is so much news in the modern age that we tend to forget the basics that will ensure 
a successful investment or happy retirement.

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. 

Johannesburg
Topic: The art of long term saving
Date: 26th May 2011
Venue: JP Morgan Auditorium
Address: 1 Fricker Road, Illovo, Johannesburg
Time: 5.30pm for 6pm
RSVP: Cynthia Hirsch on 033 330 2164 or cynthiah@hhgroup.co.za
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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 - natal miDlanDs
Local investors have somewhat of a love-hate relationship with offshore investments. We all feel that we need some 
offshore assets as insurance against a deterioration of conditions in this country. Yet offshore returns (owing partly 
to the Rand) have been disappointing, leaving investors feeling disillusioned.  For some time Harvard House has been 
investigating the possibility of replicating our local investment philosophy abroad. This has now been finalized, and we are 
now in a position to offer clients a discretionary share portfolio of overseas shares, with all the benefits of lower costs and 
higher transparency. The presentation at 
the end of May will cover this venture in 
more detail, and is worth attending for all 
those clients with an interest in offshore 
investments.  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: Discretionary Offshore Investments
Date: 31st May 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


