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Market Insight from the Harvard House Group

The art of investing has two main objectives 
which are intricately intertwined and 
inseparable.  I refer to the generation of 
returns and the mitigation of risk. Everyone 
would like to earn superior returns without 
any risk – that would be Investment 
Utopia. Unfortunately, as we all know, life 
is not that simple. Generating returns in 
excess of inflation is a necessity for long 
term financial security, but it requires that 
investors have a tolerance for risk. 

The dust is still settling on the Steinhoff scandal that erupted 
in early December. Ever since, Steinhoff’s share price has 
gyrated wildly – often by more than 15% each day in either 
direction - a reaction to each and every piece of news. In our 
opinion, there is still a lot of water to flow under the bridge 
before this saga will come to an end. The wild swings in the 
share price highlight the extent of speculation on the future 
of the company. It has been seven weeks since the scandal 
erupted, and we are very comfortable with our decision to exit 
that investment for all our clients. 

Personally, one of the attractions of a career in asset 
management is that one never stops learning – learning about 
new technologies, new companies, how politics influences the 
environment, and so on. We can go to bed one evening and 
come in the following morning to find that the world has been 
turned on its head. The Fukushima earthquake and tsunami 
was one example of an unpredictable event that forced us to 
re-evaluate our investment portfolios. Asset managers never 
stop learning. It is fascinating, but it can also be frustrating! 
At times, the industry can become 
complacent – it tends to focus too 
much on the return component and 
not enough on the level of risk. It can 
take a scandal like Steinhoff to refocus 
attention on risk – something that the 
broader industry has embraced with 
both hands in recent weeks. Investors 
are re-evaluating risks across various 
companies, concerned that they 
may have overlooked something in 
earlier analysis. After all, history is 
littered with examples of bad things 
happening to good companies. 

Recent events have prompted us to re-evaluate our exposure 
to one particular group of companies – namely the Resilient 
Group, which incorporates Resilient REIT, Fortress Income 
Fund, NEPI Rockcastle and Greenbay Properties. Whilst 
these companies are all separately listed, they are intricately 
intertwined with each other. They were all borne from the same 
management team, and consequently, they have complicated 
cross-shareholdings with each other. The cross-holdings have 
been hugely beneficial in the past as they have all shared in the 
collective success and growth of each individual entity. But 
the virtuous benefit of cross-holdings can quickly turn into 
a vicious cycle, should conditions become more challenging. 

The diagram below highlights the extent to which the fortune 
of these companies is intertwined.

Historically, this group of companies has delivered exceptional 
growth for local investors, far superior to the broader property 
market and sector. The table below highlights the growth in 
distributions that these companies have delivered. (The figures 
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Resilient and Fortress and have cross-shareholdings in each 
other, as well as large investments in both NEPI Rockcastle 
and Greenbay Properties.

rate of Growth in distributions (rands, % change year on year)
Financial year 
ending in:

Fortress A 
units

Fortress B 
units

Greenbay nepi 
rockcastle

resilient

2011 5.0% 77.2% - 20.9% 8.9%
2012 5.0% 52.0% - 25.6% 10.8%
2013 5.0% 48.9% - 46.1% 10.1%
2014 5.0% 50.9% - 16.1% 17.1%
2015 4.7% 62.7% - 30.8% 19.1%
2016 4.9% 95.3% - 4.9% 25.1%
2017 5.0% 25.1% 25.0% 23.9% 16.1%
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have all been calculated in Rands, so it takes into account the 
vagaries and volatility of the exchange rate.)

A quick study of the table above makes for very pleasant 
reading, especially if you are an investor dependent on income 
from your portfolio. This group of companies has delivered 
exceptional growth in distributions. Fortress “A” units are 
designed to grow by the lower of inflation or 5%, making 
them a very secure, low risk investment, whilst Fortress “B” 
units share in the residual income. They can therefore show 
much higher growth, but carry a far higher level of risk as 
well. Greenbay has only been listed for a short period, and 
therefore does not have a long track record. 

Investors who have benefitted from this growth might well 
query what all the fuss is about? Surely the results speak for 
themselves. The broader management team for this Group 
is considered to be one of the most astute in the industry. 
They have anticipated trends long before their competition. 
Examples include:

1. Investing in regional shopping centres in smaller cities 
across the country when their competition was focused 
solely on the large metropoles. 

2. Understanding the power and momentum of social grants 
and the associated power of consumer spending by 
investing in retail properties in and around taxi ranks in 
all areas of SA. 

3. Investing aggressively offshore in new jurisdictions, in 
the belief that political decay in SA would lead to a dearth 
of new opportunities for growth. 

4. Identifying new nodes of growth, especially for the 
dynamic world of logistics, and the demands for quality 
logistics space that helps retailers to capture efficiencies 
and drive down costs.

It is hard to fault the management team when measured 
against the above parameters. They have delivered time and 
time again. Sometimes, however, when the results are almost 
too good to be true, that is when we should be asking the most 
questions. Years of superior performance have pushed the 
share prices of these shares to extremely overvalued levels. 
This is measured by the premium at which they trade to their 
net asset value, or NAV.  Put simply, NAV is a measure of the 
net worth of a company. It is the value of all the assets (in 
this case, the properties which they own), less the value of 
all the outstanding liabilities (such as mortgages against those 
properties.) Typically, poor quality companies with high levels 
of debt might trade at a discount to NAV, whereas those with 
a high-quality portfolio and superior growth tend to trade at a 
premium. However, that premium is always within reasonable 
bounds. Excessive premiums are unlikely, given that the value 
of the company is essentially tied to the value of its underlying 
property portfolio. 

An analysis of the trend relative to NAV for this Group of 
companies raises alarm bells. The charts below plot the 
trend in price relative to NAV for the various companies, 
going back to 2010, when most were newly listed companies 
without much of a track record. Apart from a brief period in 
late 2015, NEPI Rockcastle has never before traded at such a 
premium. The same can be said for Resilient. Until recently, 
NEPI Rockcastle was trading at a premium to NAV of 120%. 
What does this actually mean? In simple terms, it means that 
if all the company’s properties were sold, the debt repaid, and 
the surplus repaid to investors, investors would only receive 
cash equal to the value of 45% of the current share price. The 
premium is a reflection of investors’ belief that management 
can continue to grow the value of the portfolio and the income 
distributions at rates significantly above inflation. 
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Fortress A units seldom trade at an excessive premium due 
to their fixed rate of growth. The “B” units, however, have 
traded as high as a 500% premium, but that has come down 
sharply over the past two years.
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Until recently, both NEPI Rockcastle and Resilient were 
trading at near all-time high premiums relative to their NAV, 
suggesting excessive optimism from investors about the 
future of these companies.”
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Fortress “B” units also consistently trade at a premium, 
although that premium has deflated over the past two years. 
The Fortress “A” units seldom trade at an excessive premium, 
because their design limits the annual growth in distributions 
to inflation or 5%. Fortress “A” units are therefore far more 
like a bond – but with the added attraction that the income will 
grow from period to period with very little risk. 

Given that this group of companies has traded at a premium 
for several years, why has it suddenly become an issue? 
Recent events – Steinhoff in particular – have prompted a re-
evaluation of what might have become a complacent “status 
quo” situation. Investors have become used to buying these 
companies, comfortable in the knowledge that inflation-
beating growth will continue forever. Those assumptions are 
now being questioned. 

As I said at the start of this 
article, successful portfolio 
management is not all about 
the return, but also about 
managing the risk associated 
with that return. We have often 
discussed the Group’s intricate 
set of crossholdings at our 
internal investment meetings, 
and highlighted the risk that 
weakness in one entity would 
have implications for all of 
them. The Steinhoff scandal 
has forced us to ask whether an 
excessive exposure to any company (or group of companies) 
is wise? The answer is generally, “no”. Many of our clients, 
especially those that rely on income from their portfolios, 
will have exposure to at least two, if not three, of the above-
mentioned companies. Because these companies have 
been so successful, the weightings in portfolios have risen. 
Consequently, we have taken the decision to reduce exposure 
to the Group as a whole. This is not a reflection that we have 
lost faith in them. To the contrary, they remain one of the most 
astute management teams in the country. 

In our opinion, the excessive volatility created by a fear 
of another Steinhoff is irrational, and we must be careful 
to assess companies on their merit, as opposed to trying to 
second-guess other investors with very different investment 
objectives. All the companies in this Group have indicated 
that they will deliver inflation-beating distribution growth 
for the period ending December 2017. A simultaneous rise in 
NAV will force the valuations to correct naturally. However, 
managing risk in an environment that is exceptionally fluid is 
as important as trying to pick the winners. In addition, if we 
believe that the political tide is turning in SA, then companies 

with less offshore exposure might offer a superior return, at 
least for the next few years. 

The next section briefly outlines our stance towards each 
individual company.

NEPI Rockcastle
We have consistently been reducing exposure to this 
company, ever since the announcement that it would merge 
with Rockcastle, back in December 2016. Having been one of 
our most successful investments, when taken together, most 
clients were heavily over-exposed to the merged entity. We 
have taken the opportunity afforded by high prices to reduce 
exposure and reinvest in alternative opportunities. 

That said, we are still very comfortable to have exposure to 
NEPI Rockcastle, but at an 
upper limit of about 7% of the 
portfolio. The company still 
has a lengthy pipeline of new 
developments across Eastern 
Europe that will drive earnings, 
and its existing portfolio has 
a dominant position that will 
capture the rise in incomes 
across that region. We do 
believe that a premium to 
NAV in excess of 100% is 
excessive. Management is 
good, but some of the founders 
did leave about two years ago. 

Furthermore, competition is far more aggressive than it ever 
has been, as other companies try to capitalize on the attractive 
fundamentals. For these reasons, we believe that a smaller 
premium, but still a premium, is warranted.

Fortress A & B Units
Fortress has a rather unique capital structure – in that it has 
A and B units, which share differently in the performance of 
the property portfolio. “A” units have the first claim against 
any income generated. Furthermore, the income due to “A” 
unitholders will grow at the lower of 5% or inflation each year. 
Hence the “A” units are a low-risk, stable investment. On the 
other hand, the “B” units are entitled to the residual income not 
due to the “A” unitholders. Due to the high growth generated 
by the Fund recently, the distributions due to “B” unitholders 
have grown significantly in recent years. Refer back to the 
table earlier in this article. “B” units carry significantly higher 
risk, and they trade at a significantly higher premium to NAV 
to reflect the opportunity for growth. 

We have very little exposure to the “B” units, and exposure 
is limited to those clients with a higher risk tolerance or those 

“In our opinion, the excessive 
volatility created by a fear of an-
other Steinhoff is irrational, and 
we must be careful to assess 
companies on their merit, as op-
posed to trying to second-guess 
other investors with very different 
investment objectives. ”
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whose income needs fall well below what the portfolio can 
produce. We still have a significant exposure to the “A units, 
but believe that this remains an extremely safe investment. To 
clarify, as at the last reported set of results, “A” unitholders 
received 46% of the total distribution; “B” unitholders 
received the balance of the income. The amount of income 
paid out to “B” unitholders in 2017 was R1.8 billion, or the 
equivalent of 157c per “A” unit. That compares to an actual 
distribution in 2017 for the “A” unitholders of 136c per unit. 

In other words, the income for the portfolio as a whole can 
fall by more than 50% before the “A” unitholders will be 
affected. Furthermore, we have shown that the “A” units 
trade at only a small premium to NAV – reflective, in our 
opinion, that a lower premium is warranted because of the 
lower growth profile. Furthermore, the “A” units are not 
dissimilar to a bond, with the important exception that the 
income grows from period to period. The chart below shows 
the income yield for the “A” units relative to the income yield 
on the R186 government bond. Historically, they have tended 
to track each other. The gap has widened recently, but political 
change could see bond yields fall further. We therefore have 
no intention of aggressively reducing exposure to the “A” 
units. To the contrary, we would use unnecessary weakness as 
an opportunity to accumulate units. 

Resilient
Resilient was the first company within the Group to be created. 
Its specialty has been the development of regional shopping 
centres in smaller cities around South Africa. It diversified 
into Nigeria, but that investment has been disappointing due 
to the implosion of Nigeria’s economy. It has also made a 
direct investment into two malls in Portugal. Due to limited 
growth in South Africa, Resilient has also invested in its 

sister companies, Fortress, NEPI Rockcastle and Greenbay 
Properties, to secure growth. 

Resilient has a market value of R52 billion. It has a direct 
property portfolio worth R22 billion, less outstanding debt of 
R12 billion. The value of its listed investments (ie, the value 
of the investments it has in its sister companies) amounts 
to R21 billion. Together, the entire portfolio (net of debt) 
is worth R32 billion, versus a current market valuation of 
R52 billion. If we assume that the listed investments carry 
no premium – why would they, an investor can easily buy 
them directly in the market – then the implied value of the 
direct portfolio is R31 billion, or three times the value of the 
assets themselves. Alternatively, the direct portfolio is trading 
at a premium, but the market is also applying a premium to 
the listed investments. A premium can only be justified by 
an expectation that management’s superior track record will 
continue. 

We have reduced our exposure to Resilient for two reasons. 
Firstly, the valuation as described above, is excessive. 
Secondly, Resilient has significant exposure to offshore 
assets. Given that the political tide may be turning (fingers 
crossed), we believe that other options may offer better short-
term prospects. 
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“Fortress “A” units and government bonds tend to trade in a 
similar fashion. We believe Fortress is a superior investment 
over a bond because its income grows every year to offset 
inflation.

“A Nepi  property in Europe. The company has been investing 
in shopping malls in the region for some time and has 
experienced tremendous success.. However, the premium 
above NAV has been a little too high for comfort of late. 



We understand Your need for financial integritY | WWW.hhgroup.co.za | the harvard house group6

Market Insight from the Harvard House Group

What do I mean by that?  Am I referring 
to some obscure formula such as: 
Accumulating wealth in a Bull market by 
taking Capital profits?  No.  What I have 
in mind are three world class companies, 
which to our good fortune, are all listed 
on the JSE: 

A: Anheuser Busch Inbev (AB)
B: British American tobacco (BAT)
C: CF Richemont (CFR)

These three companies are all on top of their respective 
industries.  They are all focused on their chosen products:

•	 AB only deals in beer and soft drinks. It sells one in every 
three beers consumed around the world. It has never been 
persuaded to invest in any other type of liquor. 

•	 BAT only deals in cigarettes. It has enjoyed massive free 
cash flows over the years, which could have been invested 
into a diversified portfolio of products.  It has remained 
100% focused on tobacco, and is now the world leader in 
new generation tobacco, such as e-cigarettes.

•	 CFR has always been focused on high quality luxury 
goods, and has never been tempted to invest its surplus 
cash flows in any other product.

All of them have one further common factor, which is Superior 
Management Skills - No company reaches the top spot in an 
international and interlinked world economy through “luck” 
or simply “being in the right place at the right time.” That 
scenario might last for a short period of five years, but the 
pressures of constant change, innovation and competition 
will soon take their toll.  ABC all have long term records of 
creating wealth for their shareholders.

We are very fortunate that AB, BAT and CFR have all had 
strong connections to South Africa, through the iconic South 
African Breweries, and the Rembrandt Group which was so 
skillfully crafted by the late Dr. Anton Rupert. We do not need 
to take our investment capital offshore in order to purchase 
shares in these three companies.

The world economy is in a growth phase, but one which, due 
to our special problems, is not being shared by South Africa.  
The Dow Jones industrial Index has risen from 19762 at the 
end of 2016 to an all-time record high of 26071 at the time 

of writing on 20th 
January 2018.  That 
is an increase of 
32%.  The stock 
markets of UK, 
Europe, China and 
Japan are all surging 
higher after ten 
years of printing $12 
trillion of money to 
avert a 1929 – 1937 
style depression. 
The world economy 
is once again 
responding to this 
liquidity.  The US 
Federal Reserve 
Bank and the Bank 
of England have 
both felt confident 
enough to raise 
interest rates.  After years of dangerous deflation, the more 
familiar climate of inflation is slowly creeping into our future.

Taking the world economy as a whole, and not taking a 
narrow view of any single country, consumers should have 
more money to spend, and being human by nature, they will 
spend it on whatever takes their fancy.  We have made the 
point many times before, that in our leisure time, we indulge 
in our favourite habits of drinking beer, smoking tobacco, and 
buying luxury goods for our loved ones.   It all makes perfect 
sense - the ABC of investing in a growing world economy.
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The global economy is enjoying a period of synchronised 
growth, reflected by the Global PMI Index, which is at its 
highest since 2011. This should bode well for consumers 
everywhere, and in turn, the three global giants mentioned 
above.”
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FArewell to peter lAithwAite, And 
welcome to BrAd steGen

It is with mixed feelings that we inform you that Peter 
Laithwaite will be retiring from Harvard House at the end of 
February 2018. 

Peter qualified as a Chartered Accountant in 1966 in Salisbury, 
Rhodesia (Now Harare, Zimbabwe). He then spent two years 
in America, obtaining a Master of Business Administration 
Degree and lecturing in accountancy. At the end of this 
period he moved to Cape Town and was employed at the head 
office of Mobil and then as Administration Manager of Sharp 
Electronics. After passing examinations in South African law 
and tax he was admitted as a member of the South African 
Institute of Chartered Accountants in 1971.In 1978 he was 
ordained as a minister in the Anglican Church and was in 
charge of parishes in Cape Town and Johannesburg. After 
twenty years in full-time church work he moved back into 
the accounting world with positions in two micro finance 
organisations and then as Financial Director of a large 
manufacturing company in Johannesburg.

Peter moved to Howick in 2003 and joined Porter Purbrick, 
managing the accounting department. In 2009, he was 
appointed as a salaried Partner in Harvard House Chartered 
Accountants with responsibility for the monthly and annual 
accounting work as well as tax. 

Peter will be remembered for his gentle, warm and caring 
nature, his ability to find pragmatic solutions to accounting 
problems, and his willingness to help clients and colleagues 

at the drop of a hat. His integrity is beyond reproach and he 
was never prepared to compromise on ethical issues, thus 
continually upholding a core value of Harvard House. Peter 
has served Harvard House and its clients with distinction 
and we will be sad to see him retire. We however know that 
his retirement is well earned and we wish him a healthy and 
fulfilled retirement.

While we are sad to say farewell to Peter, we are delighted 
to inform you that Brad Stegen has been promoted to the 
position of Salaried Partner and that he will take over from 
Peter Laithwaite.

Brad, originally with a farming background in Creighton, 
graduated from the University of Kwa-Zulu Natal with a 
Bachelor of Commerce degree majoring in Accountancy. 
He started his working career in 2007 in his family’s steel 
structural engineering business. Brad then joined KPMG 
Durban and subsequently Deloitte Pietermaritzburg. After 
completing his articles he qualified as a Chartered Accountant. 
Brad joined Harvard House in January 2017 as a manager in 
the Accounting and Tax Department.

Brad enjoys working with people and being able to add value 
to clients’ individual needs. He likes to spend his spare time 
outdoors with his wife and young son.  We are confident that 
Brad will continue to service your needs in the same manner 
and with the levels of excellence to which you have become 
accustomed with Peter.



We	undersTAnd	Your	need	for	fInAnCIAl	InTegrITY	-	WWW.hhgroup.Co.zA	-	The	hArvArd	house	group8

Market Insight from the Harvard House Group

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:

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, Harvard House Insurance Brokers 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 Boutique Collective Investments.  Custodian: Standard Executors & Trustees:  
Tel (021) 007-1500.  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.   Boutique Collective Investments is a member of ASISA 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:  Boutique Collective Investments Call Centre, Tel: (021) 007-1500, Email:  clientservices@bcis.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 Boutique Collective Investments, 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*, Licence no: 675   Harvard House Insurance Brokers*, License no.  44138 
 
Harvard House Financial Services Trust*, Licence no: 7758  * Authorised financial service providers in terms of FAIS (2002)
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+ P.O. Box 235, Howick, 3290, South Africa
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ContaCt detaIls:

The mood has changed in our country since Ramaphosa 
was elected president of the ANC. There is a renewed 
feeling of confidence and optimism, which is being 
reflected in the overall market. By the time of the next 
seminar, we will have had time to digest the annual Budget 
in February, and formulate our thoughts on whether 
growth in our own economy can indeed accelerate.   

Please RSVP to Clare Mitchell on 033 3302164 or 
clarem@hhgroup.co.za. Please note that we will host 
two seminars in Howick to alleviate congestion – 
one morning session and one evening session. Both 
seminars will take place at Fernhill Hotel.

nAtAl midlAnds
Topic: Reviewing the potential for the 

SA economy
Date: 27th of March 2018
Venue: Fernhill Hotel

Midmar / Tweedie  Road
(almost opposite entrance to 
Midmar

Morning Time: 10am for 10.30am
Evening Time: 5.30pm for 6pm

InsIght semInars

JohAnnesBurG
Topic: n/a
Date: n/a
Venue: n/a
Evening Time: n/a


