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4 In this edition:

• Kwazulu Natal: the last outpost or the new frontier?
• British American Tobacco: as reliable as ever
• NEPI: finding fertile ground in Eastern Europe
• AVI: Shoes or biscuits, but no fish
• MTN: lots of moving parts

(n: immediate insight; receive knowledge by direct perception)
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The province of KwaZulu-Natal is around 
92,000 km2. This is roughly the size of 
Portugal whose famous sailor, Vasco da 
Gama laid eyes on the tropical coastline 
on Christmas Day, 1497. “Natal” is the 
Portuguese word for Christmas. Joining 
the word KwaZulu, which means “place 
of the Zulu”, brings us to its present 
day name. According to E.A. Ritter, in 
the book Shaka Zulu, the way of life in 
the early 1800’s in rural Zululand was 
equivalent to life in the Iron Age. Fast 

forward to 2013 and KZN is being positioned as the gateway 
to Southern Africa. A recent report from Avior Research 
highlights the growth potential of the province, in particular, 
the vision of creating an internationally competitive 
“Aerotropolis” in and around the urban area between King 
Shaka International Airport and the DUBE Trade Port.

“Airports will shape business location and urban development 
in the 21st Century as much as highways did in the 20th 
Century, railroads in the 19th and seaports in the 18th” - Dr 
John Kasarda

One of the key strategic reasons for the relocation of the 
airport was to establish an integrated multi-model logistics 
platform that would link the national road and rail systems to 
the seaports of Durban and Richards Bay. Based on various 
studies commissioned by the KZN Provincial Government, 
Avior expect the Aerotropolis to act as the main stimulus to 
KZN’s economic growth (5% p.a) and job creation (c2.1m) 
by 2030. The resultant development will dwarf what has 
occurred over the previous 18 yrs. There has been a lot 
of speculation as to when the Government will roll out its 
R800bn Infrastructure Plan, let alone the R250bn ear-marked 
for KZN which includes road, rail and sanitation projects across 
the province. Avior suggest an eight year timeframe. KZN is 
home to 21.4% of the SA population compared to Gauteng 
at 22.4%. Significantly, around 40% of the population of KZN 
is under the age of 20 years and 74% are under the age of 
40. This too will be a leading driver of an increase in the rate 
of urbanisation, from 46% currently to 60% by 2030. One 
consequence is the increasing conversion of land from rural 
use to urban use. At present 250 hectares are converted each 
year as a result of urbanisation. That is expected to rise to 

361 ha by 2030.  

The ultimate goal, given the current unemployment rate of 
25%, will be job creation. The total real value of output of all 
sectors within the provincial economy should increase from 
a 2012 value of R267.2bn to R450bn by 2020 and to R750bn 
in 2030.  Employment is set to increase from 2012’s baseline 
of 2.4m people employed to 3.3m in 2020, and 4.5m people 
employed in 2030.

Based on these figures the province needs an average growth 
rate of 5.4% to meet its goals. In order to achieve this, the 
eThekwini municipality has the following strategy in place:

• The City and Port are the business engines of Durban, 
focused around transportation, the maritime industry 
and business support. 

• The South Durban Basin’s (SDB) role is to support the 
Port and forms the petrochemical hub. 

• The West (Pinetown and Cato Ridge) will support road-
based logistics and industrial development.

• The new Northern hub will provide the air-based logistics 
installations and related supportive industrial and 
business development. 

There will be significant pressure for new industrial and 
residential developments. This creates huge opportunities 
for a number of companies going forward. 45 year leases 
are available at Dube Trade Zone adjacent to the airport. The 
area should appeal to all manner of industries, but specifically 
freight and aviation services, technology, automotive, 
clothing and textiles industries, not to mention the potential 
for an increase in trade via Dubai given that Emirates already 
has a dedicated route to the city. Dube City is Africa’s first 
purpose-planned aviation-related city. 

An example of a company well positioned to take advantage 
of the unfolding development is Tongaat, which owns 13,607 
gross hectares of land in KZN (72% of this is located within 
the eThekwini municipality). Research from Avior indicates 
the following:

• Much of the required area for the growth will come from 
the North Urban Development Corridor (60 000 ha) of the 
eThekwini municipality.

Kwazulu Natal: the last outpost or the New froNtier?

Nick Rogers
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• Tongaat is the single largest owner of land in this region 
(13% or 7,768 gross hectares) and it is believed that a 
rapid absorption of this land is increasingly likely.

• Within the corridor, government is accelerating the 
development of the Cornubia region. Here Tongaat owns 
1,289 ha, which is forecast to be sold over the next 40 
years. 

Only time will tell how quickly this development will come 
to fruition and how much Tongaat will eventually earn from 
sales or joint ventures, but the company owns prime land 
that is crucial for Durban’s long term plans.

KZN Premier, Zweli Mkize, used a recent trade visit to the 
area by a high-powered Angolan delegation to highlight the 
potential when he said, “The buzzword these days is Africa’s 
economic integration. We say South Africa and KwaZulu-
Natal in particular should always be your preferred partner. 
We have launched the infrastructure revolution which we 

believe will change the face of KwaZulu-Natal province for 
many more years to come.”

In conclusion, KZN has the potential to become a central 
player as Southern Africa’s premier logistics platform linking 
local distribution networks to 53 international destinations. 
The Port Of Durban is by far the busiest on the continent, and 
there does seem to be genuine commitment to expanding 
the port to include the old airport site. (Several of the major 
property companies are actively involved with Transet in the 
planning and environmental assessment of the project.) The 
speed at which this will occur is constrained in part by the 
rate at which the Government rolls out its Infrastructure 
Spending Plan, and the broader economic environment. With 
the African continent’s working age population expected 
to rise from 500 million people to  1.1 billion in the years 
ahead, (more than China or India), KZN is well positioned but 
it will have to work hard to ensure it harnesses the exciting 
opportunities that lie ahead.

“Kwazulu-Natal could be become a major hub.”

emerging spacial structure of ethekweni

Source: SSl, eThekweini Municipality
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British americaN toBacco: as reliaBle as ever

BAT announced results for the year 
ended December 2012. Let me start 
coverage of the results by quoting from 
a letter to the Daily Telegraph in London 
that was not considered good enough 
for publication by the editor:

“Smokers should be treated as heroes, 
and not pariahs, of society.  They 
should be given a medal, cosseted and 
encouraged.  When I gave up smoking, 
20 cigarettes cost 45p.  Today 20 

cigarettes cost 500p.  Nearly all of that increase is tax.  These 
selfless individuals are, at their own expense, voluntarily 
funding large parts of government expenditure.”

We too should salute these heroes who enjoy their vice, 
despite all opposition.  Collectively, they have once again 
provided BAT with astonishing cash flow figures.  The 
company defines free cash flow as the cash receipts before 
the payment of dividends to shareholders, the repurchase 
and cancellation of shares in issue and the purchase of 
investments to enhance the long term growth of the 
company.  This year, the free cash flow exceeded £4 billion, 
and the directors have allocated £1.5 billion to buy back and 
cancel shares in issue.  Last year the directors bought back 
38.9 million shares at a cost of £1.25 billion, so we can assume 
that this year the company will buy back approximately 40 
million shares.  This means that the profit earned each year is 
spread over a lessor number of shares and that automatically 
increases the earnings per share.

Let us not under estimate the enormity of these figures.  £1.5 
billion is equal to R21 billion at an exchange rate of £1 = R14.  
Distell is one of our favourite companies and the total market 
capitalization of Distell, with 203 million shares in issue at a 
price of R110 a share is R22.3 billion.  So the spare cash that 
BAT has available each year could swallow a company the size 
of Distell every 12 months. It all boils down to cash flow and 
we would be hard pressed to find a company with a more 
impressive cash flow than BAT.  

The results for the year and comparative years are as follows 
in the table in the next column: 

The company has a target of paying out 65% of distributable 
earnings by way of dividend and this would appear to 
be sustainable for the foreseeable future.  The directors 
comment in their annual report as follows, and I quote:

“BAT delivered strong profit growth in 2012, achieved 
through good pricing and an outstanding improvement 
in operating margin, partially offset by adverse 
exchange rate movements.  Despite the difficult trading 
conditions in many parts of the world, these results 
demonstrate that the company is in excellent shape and 
we remain confident that our strategy will continue to 
deliver superior shareholder returns.  

Alongside the innovations which we have made in the 
cigarette market, we are developing a portfolio of next-
generation products.  Nicoventures, a company which 
we set up in 2011 is aiming to launch nicotine based 
products.  In December 2012 we acquired CN Creative, 
a UK based company specializing in the development 
of e-cigar technologies.  We have made a new board 
appointment to control and direct our next-generation 
products range.  

We ended 2012 with growth in market share in the 
majority of our markets.  I am confident that we have 
robust plans in place and the resources to succeed.  We 
have momentum, proven capabilities and passionate 
people to deliver another year of good growth, and I 
look forward to 2013 with optimism.“

BAT remains a core holding for all long term portfolios.

Nigel Porter

£m 2012 2011 2010 2009
Gross Sales (inc Tax) 45,872 46,123 43,926 40,713
Direct Revenue (ex Tax) 15,190 15,453 14,442 14,208
Profit from operations 5,421 4,721 4,318 4,101
Earnings per share (p) 207p 194p 175p 153p
Dividends per share (p) 135p 126p 114p 99p
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Many might feel that owning property in Eastern Europe is 
only for fools and gamblers. The region has battled to shake 
off its former communist label, despite having transitioned 
to broadly capitalist economies over the past fifteen years. 
Yet that very fact – the hangover from the communist era – is 
largely responsible for the success that NEPI has enjoyed.

NEPI is managed by the same management team that are 
responsible for three of South Africa’s most successful listed 
property companies – Resilient, Capital, and Fortress. More 
recently, that same team has also launched Rockcastle, 
which aims to take advantage of African and global property 
opportunities. Resilient pioneered the concept of dominant 
shopping centres in secondary cities in this country – 
recognizing the potential for strong development thanks 
to mining, agriculture and a rapid increase in social grants. 
Typically their malls are in towns such as Rustenburg and 
Polokwane, rather than Johannesburg or Cape Town.

Management has applied the same philosophy overseas, 
investing in large metropolitan areas that have hitherto been 
completely neglected. Populations larger than Maritzburg 
have no shopping centre or entertainment facilities. NEPI 
has efficiently brought world-class western style facilities 
to a large swathe of Romania’s population. As a result, the 

properties are all trading exceptionally well. Vacancies are 
minimal, whilst demand for new space from expanding global 
retail chains is strong.

Whilst Romania has proved to be fertile ground, NEPI has 
also benefitted from the Financial Crisis. Many of its natural 
competitors have retreated back into their shells. At the 
same time, banks are refusing to lend money to speculative 
property developers, further limiting supply. 

Finally, because Romania is linked to the European Union, 
NEPI is able to borrow money in Euros at exceptionally 
low interest rates and reinvest that money in high yielding, 
value adding properties. Together these have proved to be a 
lucrative combination.  Romania has been an attractive market 
for the company, and they are already looking at replicating 
the model in neighbouring countries such as Serbia. Investors 
can rest assured though that the management team is 
reassuringly conservative. They drive an exceptionally hard 
bargain for new assets, and are always nimble in light of 
changing circumstances. Despite its strong performance, 
there is still plenty of room for additional growth. 

Nepi: fiNdiNg fertile grouNd iN easterN europe

Nepi share price
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pros cons
1. Superb management 
team that is accessible, 
nimble and which has a lot 
of common sense. They 
drive a hard bargain, and 
have significant exposure 
to the company in their 
own capacity. So manage-
ment and shareholder 
interests are aligned.

2. Attractive markets with 
little competition, and ac-
cess to cheap financing.

3. 100% Rand hedge 
share, with strong divi-
dend growth. 

1. Romania has had its 
ups and downs, and the 
fluid political situation 
is something to watch. 
Diversification would start to 
mitigate this risk.

2. The company has gearing 
(ie, borrowings) but these 
are well within manageable 
levels. Another serious 
banking crisis could pose risk 
but this applies to all listed 
property.

“NEPI’s share price has been a top performer.”
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If I just say “AVI”, people might wonder which company we 
are talking about. However if I add Bakers, Five Roses, House 
of Coffees, Yardley, Willards and I&J, amongst others, you 
suddenly realize you are consuming their products on a daily 
basis. Not just you, but millions of your fellow citizens as well.

AVI reports its results along its two main streams of busi-
ness, Food & Beverages and Fashion Brands, with the former 
contributing around 65% to the revenue line. However, the 
importance of the fashion division has grown from 20% of 
profits in 2007 to around 45% currently. Unfortunately the 
cyclical nature of the fishing industry and its problems with 
quotas is having a negative impact on AVI’s I&J business seg-
ment – and begs the question why they don’t sell it and rath-
er focus on the quality profit from the other business units. 
For example, last reporting period showed that revenues and 
profits from the Fashion Brands grew by 24% each. Delving 
further into the fashion division (Spitz), footwear and apparel 
grew revenue by 39% and profit by 31%. Clothing revenue 
from the Kurt Geiger shops increased by 42%.

From all our reading and analysis, the conclusion is drawn 
that the consumer is under pressure and will face another 
tough year – petrol is higher, electricity increases are still 
steep, even I they have been reigned in. However the likes of 
AVI, Tiger Brands, Shoprite, Spar and Woolies do still hear the 
chink of ringing tills. Why? Perhaps the following two devel-

opments offer an explanation. Firstly, the most recent publi-
cation of South Africa’s economic data by the South African 
Reserve Bank caught my attention and I quote: “the increase 
in nominal remuneration per worker in the non-agricultur-
al sector of the economy accelerated to 8.1%...” This was 
sharply higher when compared to the 7% growth recorded in 
the first half of 2012. Remember that inflation is running at 
under 6%, so this implies net real salary increases. Secondly, 
the impact of social assistance can’t be ignored. Chapter 6 
of the latest Budget documents highlight that almost 60% of 
government spending is allocated to the social wage (com-
prising indirect assistance such as health, education, hous-
ing and actual grants.) By the end of 2012 nearly 16.1 million 
people were beneficiaries of social grants, up from 2.5 million 
in 1998. Government estimates that R113bn will find its way 
into low-income households through social grants in 2013.

We believe there is some underpin when it comes to the con-
sumer side of the economy and the above two factors are 
partly responsible. AVI does have a well-diversified range of 
brands and is gaining market share through its footwear and 
apparel division. Its competitors are Tiger Brands in the food 
market and the clothing retailers for its fashion brands. Fur-
thermore, AVI has not yet made a major move into the rest 
of Africa – this might be viewed as positive (no “struggles”) 
or negative (behind the curve in securing an early foothold). 
We still favour AVI for its yield and the potential for margin 
expansion.

avi: shoes or Biscuits, But No fish

avi share price
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pros cons
1. Well diversified suite 
of brands with fashion 
appealing to the affluent 
black market.

2. Dividend yield of ±4% 
(has never cut its divi-
dend)
 

1. I&J: Only 5% contribution 
to profit. Vessel maintenance 
and low catch rates, plus the 
volatile exchange rate make 
this an unpredictable division.

2. Continued constrained 
consumer spending. Another 
serious banking crisis could 
pose risk but this applies to all 
listed property.

3.  Rand’s negative impact on 
personal care lines (Yardley, 
Lentheric)“AVI: laying the foundation for the next upleg”
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MTN is a household name in this country – not bad for a 
company that opened its doors in 1995. In less than twenty 
years, it has become one of South Africa’s most recognized 
brands. That is a lot for a company to achieve – yet MTN 
has done so much more. It is also one of the largest cellular 
companies in the world. It has almost 200 million subscribers 
spread across Africa and the Middle East. Whilst it has always 
played second fiddle to Vodacom in SA (because it was 
launched six months later), it is a leader across the continent.

Investors shunned the company when it bid for a Nigerian 
license back in the late 1990s. Nigeria is now the Group’s 
largest market. It also has major operations in Ghana, Iran 
and Syria, as well as leading positions in dozens of other 
African countries.

Despite the fact that we seem to be unable to live without 
cellphones, it is not all plain sailing. Voice revenues are 
slowing as new technologies gain traction and sms’s are 
fading out in favour of cheaper “social networking” sites such 
as Whatsapp and Blackberry Messenger. Emerging in their 
stead is data – smartphones consume huge amounts of data 
as we surf the net, receive emails and socialize – all through 
our phones. The problem is that data is bandwidth intensive, 
so it requires a huge investment in infrastructure – more 
base stations and new technologies like 4G – to make it user 
friendly. Initial costs are high, but they lay the foundation for 

profits in down the line.

The other problem – you might have noticed this from the 
opening paragraph – is that many of its operations are in 
rather unpopular countries. That makes daily operations 
difficult. In its most recent results, a very good operational 
performance was offset by wild currency fluctuations and 
political turmoil in some of its key growth markets. For 
example, it is becoming increasingly difficult to operate in 
Syria – how do you invest in base stations and infrastructure 
when the country is at war all around you?

The other major problem is that telecommunications is a 
highly regulated industry. Governments love to stick their 
fingers in. So prices are falling which means that cellular 
companies have to run harder to stand still. Yet despite all 
these issues, these companies are still very attractive. Like 
BAT, they generate huge amounts of cash. 

Dividends are rising fast, and MTN has the advantage of 
offering good growth in both profits and dividends. It would 
help if the political turmoil settled, but regardless, MTN has 
an enviable position in some of the worlds most attractive 
cellular markets. Don’t hang up on this company just yet.

mtN: lots of moviNg parts

mtN share price
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pros cons
1. Leading market position in 
many of the world’s fastest 
growing markets.

2. Excellent dividend yield, 
with solid growth potential. 
The dividend should get better 
and better.

3. China Mobile is looking for 
global opportunities. MTN 
stands head and shoulders 
above the rest as an ideal 
partner. 

1.Its growth markets are 
in politically unstable 
countries. Sanctions in 
Iran could impact on 
their ability to operate 
elsewhere.

2. Currencies play a huge 
role, owing to its huge 
geographic spread of 
operations.

3. SA market is mature 
and competition is rising.

“MTN: the share price can be volatile owing to the complexity of 
the business”
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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

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: Following on from our seminar on shale gas, we thought it might be interesting to extend the debate to 
sustainable or socially responsible investing. We have written about this before, but investors and companies alike are 
under pressure to promote good governance and sustainability. Come and learn what it is all about.

Johannesburg: We have written about 
offshore investing in Intuition. Despite 
the recent rand movements, we still 
think there is a good case to be made for 
diversifying offshore. This seminar will 
delve into that topic in more detail.

Space is limited, especially in Natal, so 
please book to avoid disappointment.

iNsight semiNars: KzN midlaNds & JohaNNesBurg 

Natal midlands Johannesburg
Topic: Sustainable Investing: Theory vs 

Practice
Offshore investing: a simple, 

practical alternative
Date: 28th of May 2013 14th May 2013
Venue: Fernhill Hotel

Midmar / Tweedie Road
(almost opp entrance to Midmar)

JP Morgan Auditorium,
 Cnr Fricker and Hurlingham 

Roads,
Illovo, JHB

Time: 5.30pm for 6pm 5.30pm for 6pm
RSVP: Annalie Robins on 033 330 2164 or annalier@hhgroup.co.za


