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In this edition:

• Offshore investments: the case revisited
• Angle American and BHP Billiton: rating the heavyweights
• SARS penalties: understatement and record keeping
• US debts and the case for gold

(n: immediate insight; receive knowledge by direct perception)

I N T U I T I O N



We understand Your Need for Financial Integrity

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

The phrase “offshore investments” 
is guaranteed to elicit a reaction – 
although the nature of that reaction 
can vary hugely. For some, offshore 
investments are an essential hedge 
against an unpredictable future. For 
others, who have seen the value of their 
investments halve, it is a swear word, 
or worse. Yet offshore investments 
remain an important component of 
the investment universe, and should 
be constantly reassessed for both 

relevance and attractiveness.

As a starting point, it is worthwhile looking back at a long 
term chart of the currency. For many investors, offshore 
investments are merely a hedge against currency weakness. 
In fact, those investors often depend on or expect currency 
weakness in order to justify the investment. Very little 
attention is given to the merits of offshore assets themselves – 
whether it be shares, 
government bonds, 
property or the like. 
In our opinion, this 
is the wrong way 
around. The starting 
point should be 
whether offshore 
assets are attractive 
relative to local ones. 
The currency should 
be a “side issue” – it 
will appreciate and 
depreciate in cycles. 
What will determine 
the success of an 
offshore investment 
is whether the value 
of the investment 
is rising in its base 
currency – whether 
that be Pounds, 
Dollars etc – not the 
direction of the Rand.

The chart below shows the Rand versus the US Dollar, going 
all the way back to 1990, with a few annotations for those 
whose memories are as spongy as mine. The red line shows 
the trend over the past twenty two years – clearly there is 
a weakening bias to our currency – which fits exactly with 
economic theory. For those who didn’t study Economics 
101 – the theory holds that one country’s currency should 
depreciate against another by the difference between the 
inflation rates of those countries. Our inflation rate has 
certainly been far higher than that in the US, so we should 
expect our currency to depreciate over time.

However, what is equally apparent is that the Rand can 
experience long periods of stability or appreciation that can 
wreak havoc on the performance of offshore investments. 
Furthermore, the desire for offshore investments tends to 
peak when the Rand is weakest – which only accentuates 
the reduction in investment value when the currency regains 
some of its composure. At the end of the day, the currency 
should not be the over-riding factor when considering an 
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SARB's unsustainable net open 
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Rand was viewed as a one-way 
bet. 
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the rand performance against the Us dollar since 1990

The rand moves in cycles, but the long term trend is one of weakness.
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offshore investment. 

Of far more importance than the currency is the valuation of 
the underlying investments overseas. This is where things start 
to get interesting. Most investors know that local investments 
have outperformed their global peers handsomely over the 
past 10 or so years. In fact, that outperformance has been 
quite spectacular. Just look at the table below that highlights 
the performance of the JSE versus several overseas indices 
(converted to Rands.) For A South African investor, there was 
no place like home.

But why should this be the case? We have had boom times, 
but so did other countries, and whilst we might have escaped 
the worst of the Financial Crisis, we certainly felt it. In our 
opinion, the difference has a lot to do with the difference in 
valuations between South Africa and foreign markets.

Study the chart below for a moment. It highlights the relative 
valuation (price earnings ratio) between SA shares and US 
shares. We have chosen the US for simplicity, but the story 
is the same for the UK, Germany etc. In the late 1990s, US 

shares were almost twice as expensive as their South African 
peers. Thinking back, the US was in the grip of the Dot.
com bubble, which saw shares soar. Today, that ratio has 
reversed sharply, to the point where South African shares 
are now more expensive than those in the US. I have used 
two South African benchmarks – the All Share Index and the 
Findi (which excludes our mining companies.) The degree of 
overvaluation is even more apparent across our financial and 
industrial shares – incidentally many of the shares that drove 
our market to record highs late last year.

There is an argument to be made that SA shares should trade 
at higher p/e ratios. After all, we are an emerging market, 
with a supposedly high rate of economic growth, a younger 
population, and the rest of untapped Africa on our doorstep. 
Those are valid points, but in reality, our economic growth, 
the ultimate driver of share prices, is unexciting. What is 
more, there is little to suggest that a step-change to a higher 
growth rate is imminent. 

In 2000, the odds were stacked in our favour. South Africa was 
full of hope, with cheap valuations and world-class financial 
markets. Foreigners have responded. Over the past 12 years, 
they have invested more than R250 billion in local shares. But 
those tailwinds that proved so beneficial have faded. It would 
be wrong to extrapolate the past when looking to what the 
next ten years hold.

From a South African standpoint, foreign investments are 
the most attractive they have been for years. Furthermore, 
by having established an infrastructure to mimic our model 
locally, clients can now diversify their wealth, but still enjoy 
the same benefits that you have come to appreciate locally, 
namely transparency, low costs and good dividends which 
can be reinvested and compounded. Foreign investments are 
not suitable for everyone, but if it piques your interest, please 
get in touch.

A final word: please do not construe the above to imply that 
we do not have faith in the future of local investments. Far 
from it! This article is merely bringing offshore into focus, and 
highlighting that, after many years of poor performance, its 
time may be coming again
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performance of selected global indices (Jan 2000 to dec 2012)
overseas market return in Base currency return in rands
JSE All Share 368% 368%
S&P 500 (US) -3% 34%
FTSE 100 (UK) -15% 18%
Hang Seng (HK) 34% 84%
ASX50 (Australia) 49% 226%

SA shares are now more expensive that their US peers
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Within the investment team at Harvard 
House, we continue to debate the 
relative merits of Anglo American and 
BHP Billiton. A casual observer might 
think the two companies are very 
similar. In fact, they are actually very 
different – from the commodities they 
mine (see charts of Contribution to 
NAV) to the current valuation and the 
future prospects.

There has been much coverage over the 
past few months with regard to Anglo’s poorly performing 
platinum operations together with the change of chief 
executive officer. On top of these company specific issues, the 
mining sector as a whole continues to draw negative attention 
from a South African labour perspective with comments from 
the Department of Mineral Resources making for a cocktail 
that is hard to swallow for any potential foreign investor. 

Considering that the spotlight is firmly on the mining sector 
at present, we thought it was opportune to revisit the merits 
of each company. Our preference at present is for BHP Billiton 
over Anglo American, but that does not mean that we are 
selling existing holdings in Anglo. In fact, we see lots of value 
in Anglo but it will take time for the company to bring its huge 
potential to reality.  

The announcement that Mark Cutifani (currently the CEO of 
AngloGold) will replace Cynthia Carroll as the CEO of Anglo 
American from April this year was taken positively by the 
market on the expectation that Mark will be able to release 
value from Anglo’s portfolio of assets – something that Mrs 
Carroll has failed to achieve. Furthermore, the market feels 
that in the past, Anglo has been a poor allocator of capital 
– in other words, it has spent its shareholders’ money 
unwisely. Examples would be overpaying for acquisitions 
and not controlling costs. Mr Cutifani has developed a good 
track record in these issues, and was instrumental in turning 
Anglogold Ashanti around. Investors are hoping that he can 
do the same for Anglo.

Another positive for Anglo was the much anticipated 
outcome of Anglo Platinum’s review of its business structure 
and production plans. This review was long overdue, and a 
response to very weak operational and financial results from 
this division, coupled with the weak state of the platinum 
industry in general - the recent labour unrest being the 
final straw. The company announced it would reduce its 
annual production of platinum metals to an average of 2.2 
million ounces per annum, down from 2.6 million previously 
expected.  This is a total reduction of 400,000 oz or roughly 
15%, with the cost of the restructuring estimated at R3.2bn 
and write downs of R11bn to its asset base, together with 
the retrenchment of 14 000 employees. Cutting platinum 

Bhp Billiton’s portfolio

Iron Ore, 38% 

Petroleum, 30% 

Base Metals, 14% 

Met Coal, 6% 

Aluminium & Nickel, 
5% 

Energy Coal, 5% Manganese, 1% Diamonds and 
Specialty, 1% 

Nearly 70% of Billiton’s production is in iron ore and oil.

anglo’s portfolio

Iron Ore, 21% 

Diamonds, 19% 

PGM's, 17% 

Copper, 17% 

Met Coal, 8% 

Thermal Coal, 8% 

Nickel, 3% 

Manganese, 2% Other, 5% 

Anglo is the more diversified group but has no oil production.

anglo american vs Bhp Billiton: rating the heavyweights

Roy Lamb
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production is good news for the sector as a whole, as demand 
should now exceed supply, which should translate into higher 
prices.  Furthermore, Anglo was quick to announce that 
they would create 14,000 jobs in other areas to offset the 
announced job losses. But the Government wasted no time 
in ratcheting up the rhetoric, showing just how antagonistic 
the relationship is between business and government.

On the negative side, Minas Rio, one of Anglo’s large iron ore 
projects in Brazil, is a prime example of the poor management 
about which investors have become so critical. The project is 
significantly over budget – at the last count the figure was $9 
billion, versus original forecasts of $3.5bn on top of a time 
delay of over 12 months. Unfortunately this is not an isolated 
example, and it shows the mountain that Anglo has to climb 
to restore investor confidence in the company. Given that the 
share price is 50% of what it was 5 years ago, you might think 
the valuation is cheap – unfortunately not. Anglo currently 
trades on a price earnings ratio of 16.2x and a dividend yield 
of 2.4% - hardly a dripping roast given its troubles.

On the other hand, BHP Billiton recently released its Q2 2013 
production update which met with the markets approval on 
many fronts, and the company remains on track to achieve its 
previous guidance of:

1. A 5% increase for the year from its Western Australian 
Iron Ore mines

2. 240 million barrels of equivalent petroleum production, 
and

3. Increasing copper output at Escondida by 20% year-on-

year. Escondida is their flagship copper mine in Chile 
which has been beset by problems in recent years. 

Looking at the actual production volumes for the quarter, it 
was pleasing to see production ahead of forecasts in the key 
divisions of copper, petroleum, iron ore and metallurgical 
coal, together with lower exploration spend, thus making 
for a net positive contribution to profits.  Furthermore, it has 
committed to keep costs flat in nominal terms for the next 
few years, despite raising its levels of production. That also 
bodes well for profits down the line. The stock currently 
trades on price earnings ratio of 11.7x and a dividend yield 
of 3.4%. That is very solid given the weaker commodity prices 
that have prevailed recently. 

Thus when we look at the two diversified miners against 
one another from a valuation perspective, together with 
the execution risk in their various projects, and the quality 
of management, BHP Billiton trumps Anglo American in our 
opinion. We do however think that there is a good opportunity 
for Mark Cuttifani to improve operations at Anglo, as his track 
record of establishing the most respected operational team in 
the gold mining industry and focusing on shareholder returns 
cannot be ignored. The charts below highlight the differences 
between the two companies – firstly in the commodities they 
mine, and secondly, where they mine them. BHP Billiton’s 
exposure to South Africa is very small compared with Anglo 
– showing that if one is having concerns over labour in South 
Africa and government policy towards mining companies, the 
risk lies with Anglo, not BHP Billiton. 

Bhp Billiton geographic prodUction

Australia, 55% 

North America, 21% 

South America, 19% 

South Africa, 3% 
Other, 2% 

BHP Billiton has greater exposure to Australia

anglo’s geographic prodUction

South Africa, 42% 

South America, 35% 
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North America, 4% 
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Anglo has greater exposure to South Africa
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In last December’s issue of Intuition, 
we noted that SARS is taking non-
compliance with tax laws very seriously, 
and we looked at Administrative 
Penalties in some detail. In this article, 
we will focus on Understatement 
Penalties and the importance of 
accurate record keeping, as they go 
hand in hand.

We all know that record keeping is 
important but we are not always good at doing it. If you’ve 
submitted your tax return recently, you may find that SARS 
asks you to submit your supporting documentation.  Two 
items that SARS is actively targeting are medical deductions 
and diesel rebates. Unless a taxpayer has kept proper records 
to substantiate the claims, the chances are that SARS will 
not only disallow the deduction but they will also charge a 
penalty on the understatement of tax due.

In the past, SARS has had an open-ended discretion to impose 
‘additional tax’ of up to 200% where the taxpayer had not 
accurately or honestly completed his tax return.  The new Tax 
Administration Act has now introduced an Understatement 
Penalty Framework that replaces the 200% ‘additional tax’ 
penalty. Their aim is to ensure that taxpayers in comparable 
circumstances are treated consistently, rather than a case of 
‘one size fits all.’

In order for the Understatement Penalty to apply SARS need 

to prove that the taxpayer’s behaviour has caused prejudice 
to the Fiscus (ie the government’s income).  If there is 
prejudice, this must have arisen because a taxpayer did not 
file a return, filed a return but omitted an item from that 
return, or filed a return in which an incorrect statement was 
made.  The Fiscus will be prejudiced if there is a shortfall in 
tax due by the taxpayer.  

Let us take the example of Mr A, who claims a medical 
deduction of R10,000 on his tax return.  SARS asks for 
supporting documentation, but Mr A can only provide 
invoices and receipts for R2 000 of the R10 000 claimed.  
The difference of R8 000 that cannot be supported will not 
be allowed by SARS.  Mr A will then have to pay tax on the 
higher taxable income.  In addition, SARS will charge Mr A 
an Understatement Penalty.  This penalty will be determined 
by the Understatement Penalty table and the percentage 
applicable will be determined by SARS according to Mr A’s 
type of behaviour or the degree of culpability involved, e.g. 
whether this is a repeat case or the first case.  The chosen 
percentage will then be applied to the difference between 
the correct amount of tax payable and the amount that was 
calculated based on the information reported by the taxpayer.

The importance of accurate record keeping cannot be stressed 
enough.  If you claim a deduction and cannot support the 
claim, SARS will more than likely not allow the deduction and 
charge you a penalty on the understatement.  As the saying 
goes, rather be safe than sorry!

sars penalties: Understatement and record keeping

Shelly Moreno

Us deBts and the case for gold
We should all offer our congratulations to the members of 
the US Senate and the US Congress.  They solved the “Fiscal 
Cliff” with hours to spare, and worldwide, stock markets 
celebrated with sharp gains.  However the members of the 
US Government did not really solve the fiscal cliff - they 
merely papered over the cracks.  Richard Russell, writing in 
Dow Theory Letters, has summed up the situation so well 
that I have produced his article without amendment for the 
benefit of clients: 

“The US is dealing with a horrific tower of debts plus a trillion 

dollar deficit due this year.  Beyond that, there’s the nasty 
problem of raising the debt ceiling.  Sadly, above it all lies 
the crushing problem of unfunded liabilities (Social Security, 
Medicare and federal employee retirement benefits – an 
amount upward of $50 to $100 trillion).  Lastly, interest 
rates have been depressed to unnaturally low levels (around 
zero) by a Federal Reserve, frantic to jump-start the sluggish 
US economy.”

Gold is often seen as boring, because it does little most of 
the time, and it produces no income.  Once again, Richard 
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Russell analyses the current position of gold.

“The price of gold in terms of “dollars” has now risen 
thirteen years in succession.  But what is even more 
remarkable is the fact that most Americans have totally 
ignored (even despised) this remarkable bull market.  Let a 
stock rise seven or eight years in a row, and it will be the talk 
of Wall Street and the talk of every social gathering in the 
nation. However, I do think I know something about human 
nature – namely, that it doesn’t change.  For instance, if a 
stock creeps up year after year, sooner or later the crowd 
will discover it – and then they’ll pounce on it, ultimately 
sending that undiscovered stock far above its reasonable 
price.  My belief is that somewhere ahead, the crowd will 
“latch on” to gold.  Then, as disinterested in gold as they are 
now, the crowd will pile into gold with the same frenzy that 
overtook the storied “49ers” when they packed their bags, 
kissed their wives and kids good bye and headed West in 
search of gold.  Gold is the only item that elicits both greed 
and fear.  The greed factor is so well known that I don’t have 
to explain it here.  But the fear factor only arises when men 
and women see the “value” of their money disappearing.  
Nothing concentrates the mind as dramatically as seeing the 
purchasing power of one’s hard-earned income and savings 
being ruthlessly destroyed.

As I write, Ben Bernanke’s Federal Reserve is systematically 
shaving off the purchasing power of the dollar in the same 
way that you can peel the layers off an onion.  The US has 
been in the process of constructing the greatest credit 
bubble in history.  The world has never seen anything like 
it.  This enormous bubble is now being attacked by the 
worldwide forces of deflation.  Fed Chairman Bernanke is 
terrified by the mere thought of deflation.  Bernanke will not 
stand for deflation; he has said as much.  And he will attack 
deflation and crumbling asset prices with all the inflationary 
power at his command.  As the ocean of new dollars pours 
out of the computers of the Federal Reserve, the purchasing 
power of the dollar erodes.  It erodes slowly at first, but as 
the river of dollars turn into an ocean, slowly-rising inflation 
surges into a monster.

Pressure is rising to force lawmakers to elect gold as legal 
tender.  On March 29, 2011, the state of Utah passed a law 
stating that gold and silver will be legal tender in the state 
of Utah.  Imagine, just imagine – gold being treated as real 
money!  That alone shows us how far and how completely 
insane the nation’s attitude towards gold and silver has 

become.  Gold has been treated as money for 3,000 years.  
“As good as gold” is a well-known expression.  Yet, today in 
the US, gold is not considered to be legal tender.  No fiat 
money has lasted for as long as a century.  The US has had 
prior experience with fiat money – the Civil War Greenbacks, 
the “Bills of Credit” of the original American colonies, the ill-
fated Continentals during the Civil War.  None of these have 
survived, and neither will the Federal Reserve notes that we 
now refer to as “dollars”.

Fresh data suggest China is moderating its appetite for 
investing in US securities, a trend that could mean lower 
flows of cheap capital from Beijing and a possible rise in 
borrowing costs across the American economy.  An analysis 
of US Treasury data suggests China, with $3.2 trillion in 
foreign-exchange reserves, has begun to rapidly diversify its 
currencies portfolio.  “It clearly indicates China’s intention 
not to put all its eggs in one basket,” said Lu Feng, director of 
Peking University’s China Macroeconomic Research Centre.

China also intends to extend renminbi loans to other BRIC 
nations in another step toward the internationalization of 
its currency.  China and Japan have already bypassed the 
dollar entirely and now engage in direct bilateral trade using 
JPY (yen) and CNY (renminbi), and most other nations in 
Asia have developed bilateral agreements to transact in a 
non dollar basis.  This is merely the latest incremental step 
which will see China become the dominant player in the 
currency arena, and further puts to doubt the fate of the 
US Dollar as the default currency.  Of course, the market will 
not acknowledge any of this until the developed world is 
transacting entirely without US intermediation.

If the US loses its reserve currency status, I honestly don’t 
know what’s next, but it won’t be good.  Wars are not always 
won militarily – sometimes wars can be won via economics.  
To be the world leader you need a strong currency, a lot of 
gold, and a very powerful military.  China is working on all 
three.

nigel’s comment

The fiscal cliff solved nothing. The latest “deal” to postpone 
the issue to May just kicks the can further down the road.  
However, these are long term issues, and do not change 
investment strategy in the short term.  However, clients who 
own New Gold should be content to hold a modest portion 
of their portfolio in pure bullion.
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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.
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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    

We have talked briefly about shale gas and the remarkable impact that it may have on the US economy and indeed the 
world economy. Shale gas has the potential to revolutionise the world as we know it. Our next seminar will delve into this 
topic in a little more detail. 

Space is limited so please book to avoid 
disappointment.

insight seminar: kZn midlands & JohannesBUrg 

natal midlands Johannesburg
Topic: Shale gas: changing the energy landscape
Date: 26th of March 2013 n/a
Venue: Fernhill Hotel

Midmar / Tweedie Road
(almost opp entrance to Midmar)

n/a

Time: 5.30pm for 6pm n/a
RSVP: Cathy Maitin-Casalis on 033 330 2164 or cathym@hhgroup.co.za


