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In this edition:

• Market update
• Currency update
• Company in focus: 

◊ Textainer Group
• Understanding the universe 

◊ Brief Summary
◊ Focus: Consumer Sector

(n: sharpness or keenness of thought, vision)
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UnitEd kinGdom

UK has not avoided the global contagion.

A common theme this quarter will be the weakness across 
global exchanges as a result of increased global uncertainty. 
The quarter got off to a rocky start thanks to the Greek debt 
default and gradually deteriorated thereafter. Concerns 
about growth in China and interest rate changes in America 
have weighed heavily on equity markets around the world. 
As is evident from the currency section, currencies remain 
as volatile as ever, which is having a negative impact on the 
UK’s multinational firms. As it stands at the moment, the UK 
is back to levels last seen in early 2013, yet unfortunately 
valuations have not fallen sharply. That is thanks to the 
dominance of mining. But we continue to believe that the 
underlying UK economy continues to recover, evidenced by 
rising retail sales, rising manufacturing production and falling 
unemployment. In due course that should feed through to 
the market. What is encouraging is the dividend yield. The 
spike in Feb 14 was due to the Vodafone / Verizon transaction. 
Excluding that, the UK market is at the highest yield in almost 
3 years. 

Risk aversion sees the market back at 12 month 
lows.

The US market has not been immune either to unfolding 
global conditions. In August, the market fell by 11% over 
six trading sessions as fears about Chinese growth rattled 
markets. That fall has at least partially been reversed, but the 
US is very much in limbo pending changes to their interest 
rates. The decision to delay the first increase for ten years 
has been interpreted negatively – i.e., markets are concerned 
that the decision to delay implies that the US economy is not 
sufficiently robust yet to be able to cope with higher interest 
rates. We don’t believe this to be the case, but there is no 
doubt that the strong Dollar was impacting on growth and 
corporate profitability so the Federal Reserve was wary about 
creating the conditions for a further Dollar rally. Nonetheless, 
the economy continues to grow, and the weak oil price is 
feeding through to strong retail sales, strong vehicle sales, a 
recovery in the housing market and reduced consumer debt 
levels. All of these bode well for the stock market in 2016.

UnitEd statEs
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The euphoria of QE has worn off.

European equities are back to where they were 15 months 
ago. The ongoing uncertainty over Greece, weak global 
growth, uncertainty in the US and now the Syrian refugee 
crisis are all taking their toll. Yet despite all this doom and 
gloom, Europe’s economy is looking stronger now than it has 
done for some time. Economic growth is accelerating, vehicle 
sales are rising, employment is falling – even in some of the 
periphery countries – and importantly, property prices are 
recovering. That removes some of the negative wealth effect 
that has held back confidence in the region. With a weak 
(but stable) currency and continued low oil prices, that adds 
support for both manufacturing and consumer spending. 
We think that European equities are cheap and offer value, 
but the currency remains unpredictable and gains in equities 
could easily be offset by losses in the Euro – especially when 
the US and UK are both entering a hiking cycle. That makes 
us cautious in the near term, but happy to accumulate for a 
longer time horizon.

vulnerable to weakness from the chinese dragon.

Due to their proximity to China, Asian economies and 
markets have reacted sharply to the impending Chinese 
slowdown. This is hard to understand given that it has been 
evident for some time across Asia that regional growth was 
slowing. Maybe investors just did not want to believe it, but 
confirmation of the news has seen regional hubs such as 
Singapore fall sharply. That market is trading at 3-year lows. 
Singaporean growth has stalled. The economy grew at just 
1.8% year on year for Q2 of this year, versus a rate of 5% just 
eighteen months ago. That is not only due to China but also 
to weak commodities and oil given that Singapore is a huge 
oil refining hub. In Australia, growth is just as anaemic – at 
2% for the past year. That country is facing many of the same 
issues as South Africa – namely weak commodity prices, a 
weak currency and consequently weak consumer spending. 
In addition, Australia has just elected their fourth prime 
minister in 3 years, so political uncertainty is adding to the 
uneasy mood. 

CHina and asia
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GBp vs EUr

1.14

1.18

1.22

1.26

1.30

1.34

1.38

1.42

1.46

Jul-12 Jan-13 Jul-13 Jan-14 Jul-14 Jan-15 Jul-15

Euros per Pound 

GBp vs aUd

1.40

1.50

1.60

1.70

1.80

1.90

2.00

2.10

2.20

Jul-12 Jan-13 Jul-13 Jan-14 Jul-14 Jan-15 Jul-15

Aussie Dollars per Pound 

Global currencies continue to resemble 
flotsam on a choppy sea. The major currencies 
are all influenced by their own central bank 
policy, whilst emerging market currencies 
are just being carried along on the tide. The 
Pound / Dollar rate has “settled” somewhat 
over the past quarter, as the US has delayed 
their interest rate decision and the UK has 
been cautioning that it might begin its own 
hiking cycle in early 2016. That is not very far 
away. We continue to think that the risk lies to 
a stronger dollar over the next few months as 
the US is still likely to be the first one to move. 

GBp vs Usd

Similar to the trend against the US Dollar, 
the Pound has stabilized against the Euro 
as investors have warmed to the partial 
resolution of the Greek Crisis and to news of 
better European growth. In fact, the Pound is 
now back at the same level it was in January 
of this year. That is good news for the UK 
economy, as Europe remains a key trading 
partner. Investors were becoming increasingly 
concerned that Pound strength would derail 
the UK recovery, so a slightly weaker bias has 
removed much of the pressure. 

GBp vs EUr

Thanks to a third period of depreciation in 
as many years, the Australian Dollar is now 
at its weakest level against the Pound since 
2008. The reasons are all too familiar – weak 
commodity prices, weak exports and a loss of 
foreign investor appetite given the slowdown 
in China. From 1998 to 2007, the Aussie Dollar 
traded at an average of 2.55/Pound, so the 
currency is not far from returning to those 
levels. We do not think that this weakness 
will last forever, but it will take a change in 
sentiment towards China and commodities 
before the trend turns.  

GBp vs aUd
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Textainer is a company that we have long held in our off-shore 
portfolios for a number of reasons. Firstly it is the world’s 
largest lessor of intermodal containers (shipping containers). 
Secondly it has an enviable track record of having increased 
its dividend every year since listing in 2007 (although 
the company was founded in 1979, and has increased or 
maintained its dividend over its entire 25-year history). 
Thirdly, it has strong relationships with all the world’s leading 
international shipping lines and other lessees. 

Textainer is one of the largest purchasers of new and used 
containers with annual capital expenditure of $800 million 
to $1 billion or more. In addition to selling older containers 
from their leased fleet, they buy older containers from their 
shipping line customers for trading and resale. They sell 
100,000 or more containers per year to more than 1,100 
customers making them one of the largest sellers of used 
containers. Textainer operates via a network of 14 offices and 
400 depots worldwide. Given that containers are relatively 
homogenous, the key to superior growth is excellent service. 

Unfortunately Textainer has fallen on tough times with the 
slowdown in Chinese growth over the past few years. The 
stock price peaked at $43 in early February 2013 and has 
been drifting lower ever since. It is presently $17.50 - a 60% 
decline in capital value. On the other hand, the dividend rose 
over the course of 2013, but has remained flat ever since. US 
companies pay dividends quarterly. Textainer has not raised 
its dividend for the past 9 quarters, remaining unchanged 
at $0.47. With the share price having fallen so dramatically 
since the peak and the dividend staying constant, the current 
dividend yield has risen dramatically, and is now over 11%.

The latest results showed that trading conditions remain 
tough. Demand for new containers remains below expectation 
whilst container prices have continued to decline resulting in 
lower rental sales and lower profits on container sales. But it 
was not all negative. Debt costs have declined thanks to active 
refinancing of their debt and utilization rates are still at very 
high levels, averaging 97.3%. Furthermore, they continued 
with their expansion, committing $570m to new containers 
and leases. The fleet is now 7.1% larger than a year ago.

The outlook was relatively subdued with an expectation that 
utilization rates might drift lower towards the end of the year 
and the competitive environment to continue. The CEO’s 

closing sentences summed it up:

“We continue to reduce our interest expense even though the 
absolute level of our outstanding debt increases. Our growing 
fleet, declining cost of funds and high utilization have offset 
some of the decline in rental rates and sales prices and enabled 
us to continue to deliver solid results. While we do not expect 
an improvement in market conditions during the second half 
of 2015, we are well positioned to deliver above average 
returns and solid financial results in this environment,”

We still believe Textainer is a solid company. As long as we 
avoid a global recession container demand should continue 
to grow. In addition, containers have a limited lifespan which 
always stimulates demand. Another factor that would be 
favourable for Textainer would be an increase in US interest 
rates. This would remove supply from the market due to 
higher financing costs.

Nonetheless, global growth remains a concern as it decelerates 
to 3%-4% this year compared to 5% last year. This in turn has 
seen Asian trade with North America remaining weak. Steel 
prices are also a good proxy for the container industry and 
steel prices have declined 35%. Demand in China would need 
to resume before steel prices will recover. 

Textainer’s next largest competitor is TAL, and their view is 
still negative for 2016. Textainer’s management are doing 
all the right things in a tough environment. We did not 
anticipate the extent of the slowdown, but believe that much 
of the bad news is already reflected in the share price. With 
an enticing dividend, we believe that its worth being patient 
for a recovery in global growth. 

tExtainEr
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Dividends have remained flat despite tough operating conditions. 
Consequently, the yield is now attractive and a consolation until 

capital growth resumes.
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name country sector Description

Aberdeen 
Asset 
Management

UK Financials One of the UK's leading independent asset managers, managing £187 billion of assets, across equities, 
fixed income and property. The company has a global presence, but is heavily exposed to emerging mar-
kets so it has been suffering outflows. This trend needs to stabilise before the shares will be considered 
again.

associated 
British Foods

UK food & 
Retail

One of the UK's leading food manufacturers, with operations across agriculture, ingredients, food and 
sugar. It also owns the very successful Primark retail chain, a value clothing retailer with stores across 
the UK and Europe. Sugar is weak, but the rest of the operations are performing well.

British Land UK Property The company is one of the UK's leading property companies, with a gross portfolio worth over £10 
billion. Properties vary from office blocks to shopping centres. A solid yield and attractive development 
pipeline offer stable, long term growth.

Carrefour France Food 
Retail

Carrefour is one of the largest supermarket chains globally, with operations across Eastern & Western 
Europe and Brazil. Sales are firm and valuations are undemanding relative to the broader market and its 
own peer group. With oil prices providing a boost to disposable incomes, we believe that sales growth 
will accelerate.

Cisco Inc USA Technol-
ogy

Cisco designs and manufactures IT equipment that forms the backbone of modern networks, the 
internet and how we connect to them. The growth in cloud computing is a huge opportunity as more 
functionality moves into cyberspace.

Deutsche Post 
DHL

Germany Industrials Deutsche Post is the privatised German mail service, but it has expanded into logistics, express parcel 
delivery and much more. Cheap valuations, the first hints of better economic growth and the ongoing 
trend to online shopping bode well. The weaker oil price has also lowered its transport costs.

diageo plc UK consumer 
staples

diageo is one of the world's leading liquor companies. It has superb brands across wines, beer and 
spirits, and is active across the globe. Some of its better known brands include Guiness beer, Baileys 
Irish Cream, Smirnoff, J&B and Tanqueray. 

EMC Inc USA Technol-
ogy

EMC is one of the stalwart IT firms of the US. It focuses on hardware, specifically servers, datacentres 
and associated products - items essential to the fast growing trend of cloud computing and the internet.

First Real 
Estate Trust

Singapore Property A Singapore based property company with a specific focus on healthcare properties such as hospitals 
and clinics, across Indonesia, Singapore and South Korea.

The table below contains a short description of various shares that we consider to be quality global companies and worthy 
of inclusion in clients’ portfolios. Whilst many of the companies are household names, some are less familiar. The aim of this 
table is to introduce clients to these companies to broaden your knowledge and understanding of how your foreign portfolio 
is positioned. This list is constantly updated and amended to reflect our broadening coverage and changes to our basket due 
to changes in the economic cycle.

This quarter we are pleased to introduce an enhancement to this section of the newsletter. We have created a one-page 
“factsheet” for various companies. The aim of this factsheet is to provide more detail on each company, the earnings and 
dividend history and the share price performance in both the base currency and an alternative currency. In so doing, we trust 
that clients will gain more familiarity with some of the companies in their portfolio and understand the dynamics of currencies 
on the daily movement in share prices. 

We kick off this new section with a focus on consumer-related companies across food, household goods, tobacco, beverages 
and luxury goods. Companies featured in this edition of Acuity are in bold blue.

UndErstandinG tHE UnivErsE
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name country sector Description

General 
Electric

USA Industrials GE is active is so many industries it is impossible to name them all. It is presently undertaking a 
reorganisation of its operations by separately listing its finance division and it has sold its consumer 
electronics division. That leaves it exposed to the specialised medical equipment market and the rail, 
energy and power markets. It offers exposure to a recovering US and global economy. It has one of the 
highest dividend yields for large cap US stocks

general Mills Usa consumer 
staples

gM is one of the largest food companies in the Us, with brands such as cheerio's, old el Paso, Pillsbury 
and haagen dazs. It is expanding into asia and has an uninterrupted 113 year history of increasing its 
dividend.

Growthpoint 
Australia

Australia Property GOZ is the Australian subsidiary of locally listed Growthpoint Properties. It has a growing portfolio of 
commercial and industrial property across Australia, and offers a yield in excess of 6%.

Hammerson 
plc

UK Real Estate Hammerson is one of the UK's leading property companies, with a portfolio in excess of £10 billion. It 
has a retail bias and a management team considered one of the finest in the industry. Both bode well 
for sustainable dividend growth.

heineken netherlands Brewing one of the top 5 global brewers. Its "heineken" brand is one of the true global beer brands. Importantly, 
the company has the best growth profile due to its operations in Africa and Latin America. With 
consolidation underway, Heineken stands out as an attractive alternative.

Honeywell USA Industrials Honeywell is similar to GE - a huge company but with surprising focus. It operates in aviation, automation 
and controls, transportation equipment and the manufacture of precision materials. For example, 
Honeywell makes many of the turbos found in modern passenger cars. A strong foundation has led to 
superb earnings and dividend growth. 

Imperial 
tobacco

UK tobacco Imperial Tobacco is a global producer of tobacco products. Whilst not as big as British American 
tobacco, Imperial has a strong franchise and good core brands. Recent expansion in the Us and 
further cost cutting bode well for eps growth. The company has a commitment to increase its dividend 
by 10% p.a.

Johnson & 
Johnson

USA Health 
Care

Johnson & Johnson is a familiar name to most investors, given that many use its products every day. 
The company has operations across the healthcare industry, from specialised hospital equipment to 
baby care products. A growing population and penetration into new markets offers years of strong 
growth.

Land 
Securities

UK Real 
Estate

Land is the largest property REIT in the UK. Its portfolio consists of prime retail property as well as a fo-
cussed London portfolio. In total, it has over 25 million square feet of property. It trades at a discount 
to NAV, despite its strong pipeline and good rental growth. 

Las Vegas 
Sands

USA Gaming & 
Leisure

LVS is one of the worlds largest casino operators, with properties in Las Vegas, Singapore and Macau. 
Its Macau operations dominate the group, generating over 80% of profits. The downturn in China has 
impacted on short term profitability, but its cash returns to shareholders are rising steadily.

Lloyds 
Banking 
Group

UK Financials Lloyds has recovered well from the GFC. It has sold off its TSB operations, refocused its domestic busi-
ness and compensated clients for prior indiscretions (pension and insurance mis-selling.) The govern-
ment has seen fit to reduce their stake. We expect the dividend profile to rise strongly over the next 
three years, which should be a precursor to a rerating.

Mead Johnson USA Infant 
Nutrition

Mead Johnson is one of the largest companies in the global baby milk business, its key competitor being 
Nestle. Mead's largest markets are China and the US, but it is expanding throughout Asia and Latin 
America. Given the importance of infant nutrition to long term human development, we believe this is 
an attractive long term industry.

Michael Kors USA Luxury 
Goods

Despite only having been listed for 3 years, the name of Michael Kors has been around for many years. 
This US-based luxury group appeals to the well-heeled younger generation, and their products are 
highly sought-after but more affordable than some of its European peers. The share has derated and is 
now cheaper than the peer group, yet it retains sector-beating growth prospects. 

nestlé switzerland consumer 
staples

Nestle is a truly global company with operations spanning 197 countries. It's focus is on nutrition, 
wellness and health, and a constant flow of innovation. Its products are in food, confectionery, ice 
cream and diary, and pet food. Last year it reduced its stake in L'Oreal to focus its attention on skin 
care.
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name country sector Description

newell 
Rubbermaid

Usa consumer 
staples

Renowned for their yellow dish-washing gloves, newell has been around for many years, but its 
portfolio extends far beyond the kitchen sink. It has a wide footprint in stationery, baby goods, tools 
and household care products - items we all use every day. a refocused management team is driving 
efficiencies and improving cash flows, hence the strong growth in cash returns to shareholders.

Prologis Inc USA Real Estate Prologis is based in the USA and focusses primarily on logistics and warehousing property in America, 
Europe and Asia. It has a portfolio of 2,900 properties across 21 countries. It has shown good growth in 
distributions recently and offers a compelling yield relative to US-based alternatives.

Reckitt 
Benckiser

UK consumer 
staples

Reckitt Benckiser is a global consumer company producing many of the items that stock our grocery 
and kitchen cupboards. In addition, it also produces some over-the-counter medicines. Like Unilever, 
it has strong brands and good growth into new emerging markets.

Royal Dutch 
Shell B

UK Energy Royal Dutch Shell is an old fashioned oil company. It produces, refines and sells oil / petrol across the 
world. The "B" shares trade at a slightly higher price, but are exempt from Dividends Tax, which makes 
them attractive. 

Rio Tinto plc UK Mining Rio Tinto, along with Anglo, BHP Billiton and Glencore, make up the world's largest mining companies. 
Rio has a strong presence in coal, iron ore and copper. Commodities are under pressure, but it has a 
strong balance sheet and cash flow. The yield is over 6%, even with depressed prices.

Sanofi France Pharma-
ceutical

Sanofi in another of the world's leading pharmaceutical companies. It manufactures medicines and 
vaccines and is active in animal health too. It operates in over 100 countries and has 20 research and 
development sites that ensure the company has a strong pipeline of new products. 

Schroder 
Asset 
Management

UK Financials Schroders, another leading UK asset management firm, manages assets of £310 billion. Unlike 
Aberdeen, it has a more balanced portfolio across developed markets with a good spread of both retail 
and institutional clients. That makes it more resilient to market fluctuations.

Siemens Germany Industrials Siemens is a leading German industrial company with operations spanning transport, energy, medical 
devices and industrial automation. It has a leading research team that drives innovation and new 
products, which in turn drives revenue growth in future years. Valuations are undemanding and the 
company stands to benefit from Euro weakness for its exports.

Singapore 
Telecomms

Singapore Telecoms Singapore Telecomms dominates the fixed line market in Singapore (Singapore's Telkom), but also has 
a strong cellular presence across Asia (Singapore, Indonesia, Malaysia), and through its investment in 
Bharti, a presence in growth markets of India and Africa. 

Sky plc UK Media Sky (formerly BSkyB) is the largest provider of satellite TV services across the UK. It has recently 
completed the acquisition of its minority interests in Germany and Italy. Better scale will help to secure 
content (especially sporting rights) and reduce costs. It remains a defensive, attractive industry and the 
share offers a secure dividend yield. 

Standard Life UK Financials Standard Life is a UK based life insurer, with a strong global asset management presence. It has been very 
successful in growing its investment business, and has exciting options for growth in Asia, specifically 
India.

Tencent
Holdings

Hong Kong Social 
Media

Tencent is the listed subsidiary of locally listed Naspers. It dominates online gaming and social chat 
(wechat) and has successfully demonstrated its ability to monetize products. It is constantly innovating 
and investing in new technologies - the latest being banking - to further dominate the online presence 
in China and Asia.

Textainer 
Group

USA Freight Textainer is the world's largest owner and lessor of freight and shipping containers. Its fleet comprises 
3.2 million TEU. Conditions are tough due to low steel prices, low interest rates and weak international 
trade. We do not expect these to last indefinitely and see good recovery potential. The high yield offers 
near term compensation. 

Unibail 
Rodamco

France Property Unibail Rodamco is Europe's largest property company, with a focus mainly on retail properties across 
continental Europe. It has superb assets and a well regarded management team that continues to 
extract value and deliver growth, despite the weak environment. The high yield adds to the appeal.

Unilever plc UK consumer 
staples

Unilever is a global consumer company producing many of the items that stock our grocery and 
kitchen cupboards. It has strong brands which are being extended into new categories (dove soap to 
deodorant for example). The push into new emerging markets offers plenty of growth.
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Associated British Foods

Ticker: ABF LN Share in issue (m):  792 
Domicile: UK Market Cap (m)  £25,207 
Price: £31.84 Year end: August
Currency: GBP Sector: Food Producers

Year ePs dPs
2010 72.0 26.4
2011 74.0 27.5
2012 87.2 31.7
2013 99.0 35.5
2014 104.1 37.8

forecasts
Year ePs dPs
2015 98.2 38.5
2016 102.5 41.3
2017 121.3 46.5

Valuation
Ratio PE Ratio 12m Forward
Current  30.6 1.2%
1yr fwd  32.4 1.2%

salient points:

1. The Group operates through five divisions, spanning 47 countries and employing 
118,000 people. It is essentially a food operation, but has an interesting angle 
through Primark, a value retailer in the UK.

2. Recent results have been held back by deflation across agricultural commodities, 
especially sugar, which has impacted the profitability of the overall group. Added to 
this, weakness in key currencies has also detracted from top line growth over the 
past twelve months.

3. Primark, a value retailer in the UK, has been a huge success. It is based on up-to-the 
minute fashion at amazing prices, achieved through zero advertising costs, buying in 
huge bulk (scale), keeping overheads low through superb logistics, and consistently 
delivering high quality. It now operates in 9 countries across Europe through 278 
stores. It is the dominant profit engine of the group, with margins well ahead of the 
food operations. After careful investigation, they are now launching Primark in USA.

4. Sugar has been the weakest division, thanks to record low sugar prices and changes 
to EU regulations. It owns 50% of SA-listed Illovo Sugar amongst its operations.  A 
turn around in Sugar would see group eps accelerate sharply.

5. Ingredients, grocery, and agriculture supply food products to all stages of the value 
chain and across the world. 

shaRe PRIce In Usd

3800

4000

4200

4400

4600

4800

5000

5200

Aug-14 Nov-14 Feb-15 May-15 Aug-15

RevenUe BY geogRaPhY

52% 

34% 

11% 

3% 

UK Europe/Africa Americas Asia

shaRe PRIce In gBP

2400

2500

2600

2700

2800

2900

3000

3100

3200

3300

3400

Aug-14 Nov-14 Feb-15 May-15 Aug-15

RevenUe BY PRodUct BRand
16% 

4% 

55% 

22% 

3% 

Sugar Agriculture Retail Grocery Ingredients



We understand Your Need for Financial Integrity

A C U I T Y
Offshore knowledge from the Harvard House Group

general Mills

Ticker: GIS US Share in issue (m):  596 
Domicile: USA Market Cap (m)  $34,264 
Price: $57.48 Year end: May
Currency: USD Sector: Food Producers

Year ePs dPs
2011 280.0 112.0
2012 242.0 122.0
2013 286.0 132.0
2014 282.0 155.0
2015 286.0 167.0

forecasts
Year ePs dPs
2016 296.4 174.1
2017 318.8 193.2
2018 336.7 206.6

Valuation
Ratio PE Ratio 12m Forward
Current  20.1 2.9%
1yr fwd  19.4 3.0%

salient points:

1. General Mills is a US-centric food company, More than 50% of revenues come 
from US retail food sales. The balance comes from international operations and US 
foodservice sales (sales direct to foodservice operators, etc). Their brands include 
Yopliat, Pillsbury, Haagen Dazs ice cream, Old El Paso and more.

2. In the US, sales are spread across cereals (Cheerios), baking products, snacks, frozen 
foods, ready made meals and yoghurt. These same brands are sold internationally, 
but brands are localised where applicable. They dominate the global muffin market 
through Pillsbury.

3. GIS has an enviable track record of shareholder wealth creation. It has one of the 
longest unbroken records of increasing dividends. At a current payout ratio of 1.7x, 
the dividend has consistently grown faster than profits.  The 5-year CAGR is 12.5%.

4. Sales for FY 15 were down 2%, but would have been +1% if currencies had been 
stable. Adjusted eps was up 1% on the year. Cash returns to shareholders were 
strong, with the dividend up 8% and a share repurchase scheme that reduced 
shares in issue by 4%. 

5. Looking ahead, new acquisitions are helping to keep their portfolio fresh by boosting 
organic and natural foods - a strong theme in the US market. Sales are expected to 
be flat, but profits up 5%, barring unforeseen currency movements.
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nestlé

Ticker: NESN VX Share in issue (m): 3,168
Domicile: Switzerland Market Cap (m) CHF 234,461

Price: CHF 74.00 Year end: December
Currency: CHF Sector: Food Producers

Year ePs dPs
2010 324.0 185.0
2011 297.0 195.0
2012 335.0 205.0
2013 341.0 215.0
2014 344.0 220.0

forecasts
Year ePs dPs
2015 335.5 250.3
2016 358.6 261.0
2017 386.3 271.5

Valuation
Ratio PE Ratio 12m Forward
Current  21.5 3.0%
1yr fwd  22.1 3.4%

salient points:

1. Nestle is one of the world’s most global companies, generating sales of CHF 92 
billion from operations in 197 countries which employ 340,000 staff. 

2. The company has a primary focus on food. Their goal is to offer consumers healthier 
and tastier choices at every stage of life and at every time of day. There is a strong 
focus on nutrition to enhance sales and margins. 

3. Last year, the group sold 50% of their stake in L’Oreal, the French cosmetics giant, 
back to L’Oreal. Part of the proceeds were used to buy out the remaining 50% in 
their Galderma venture with L’Oreal, which now forms the foundation for their new 
subsidiary, Nestle Skin Care. This division focuses on healthy skin and products to 
protect, nourish and repair damaged skin over a lifetime. 

4. As with all consumer companies, future success depends on constant innovation to 
drive sales whilst simultaneously delivering value to customers and loyalty to the 
group through trusted products. 2014 was a busy year with new products in infant 
milk,  new seasonings that require no oil for cooking,  and their innovations in coffee 
continue to ensure that they dominate this category.  

5.  Their latest results showed growth in revenues, higher margins and strong earnings 
growth assuming stable currencies.  They confirmed their outlook for the year of 
continual improvement in both earnings and dividends.
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diageo plc

Ticker: DGE LN Share in issue (m): 2,515
Domicile: UK Market Cap (m) £44,831

Price: £17.83 Year end: June
Currency: GBP Sector: Beverages

Year ePs dPs
2011 77.8 44.9
2012 94.2 48.3
2013 104.0 52.7
2014 96.6 57.4
2015 88.8 62.7

forecasts
Year ePs dPs
2016 91.4 64.8
2017 97.8 68.4
2018 104.2 72.0

Valuation
Ratio PE Ratio 12m Forward
Current  20.1 3.5%
1yr fwd  19.5 3.6%

salient points:

1. Diageo is one of the largest drinks and spirits companies in the world, with a 
presence in 180 countries. Its brands include Johnny Walker, Guinness,  Smirnoff, 
Captain Morgan and Tanqueray.

2. Being such a global business has had its challenges. Over the past 18 months, group 
performance has come under pressure from “challenged” markets, which include  
SE Asia, Venezuela, Russia, China and Nigeria. Other core markets across the US, 
Europe and Africa are showing solid growth across categories.

3. In late 2014, they completed the acquisition of United Spirits (India), which gives 
them a unique position in a huge future growth market. They now have 64,000 
outlets served by 32 production sites.

4. Recent results have been muted. Sales were flat, thanks to foreign exchange losses, 
especially in Venezuela, which is a large market. Volumes also shrank in challenged 
countries, but grew elsewhere. Costs were well controlled to improve margins by 
28bps, but this was more than offset by currency movements.

5. Nonetheless, they retain a strong focus on cashflow, with free cash generated 
doubling to £700m for the 6m to Dec. 14.  This supported a 9% increase in the 
interim dividend.

6. Looking ahead, they had good momentum into H2. Earnings should start to 
accelerate again in FY2016.
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heineken

Ticker: HEIA NA Share in issue (m):  575 
Domicile: NED Market Cap (m)  € 42,672 

Price: € 74.22 Year end: December
Currency: EUR Sector: Beverages

Year ePs dPs
2010 273.0 76.0
2011 271.0 83.0
2012 295.0 89.0
2013 276.0 89.0
2014 305.0 110.0

forecasts
Year ePs dPs
2015 345 124.3
2016 377.7 137.8
2017 414.8 150.4

Valuation
Ratio PE Ratio 12m Forward
Current  24.3 1.5%
1yr fwd  21.5 1.7%

salient points:

1. Until recently, Heineken was a one brand company, but it has expanded its range 
through acquisition to broaden its footprint and appeal. Other brands include SOL, 
Dos Equis,  various cider brands, & Radler. It claims to be the most international 
brewer, with its products available in 178 countries.

2. Its strategy centres around a few key pillars: a) grow the Heineken brand through 
targeted marketing across the world. b) growing their cider operations. Cider is 
growing at 2.5x the rate of beer - they have 21 brands sold in 50 countries.  c) 
capture the growth in emerging markets. They have shown good growth in China, 
South Korea, Brazil and Mexico.  They have also opened a new brewery in Ethiopia.  
The company has a strong African profile, 2nd only to SAB. d) leverage benefits of 
global scale. 

3. Recent results showed the impact of currencies on the results. Volumes grew almost 
2%, but revenues were flat. On that basis, it was impressive that the group delivered 
growth of 6.5% in operating profit, with an impressive 23% increase in the annual 
dividend. The 5 year CAGR for the dividend is 11%, well ahead of western inflation.

4. Heineken is best positioned (market and brands) to capture current  global growth 
dynamics. It also remains cheaper than the peer group, and attractive given the 
potential consolidation of the sector.
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Imperial tobacco

Ticker: IMT LN Share in issue (m): 957
Domicile: UK Market Cap (m) £32,241

Price: £33.69 Year end: September
Currency: GBP Sector: Tobacco

Year ePs dPs
2010 179.0 93.6
2011 188.0 105.6
2012 201.0 117.3
2013 210.7 129.3
2014 203.4 142.3

forecasts
Year ePs dPs
2015 207 156.4
2016 232.8 172.1
2017 242.7 188.5

Valuation
Ratio PE Ratio 12m Forward
Current  16.6 4.2%
1yr fwd  16.3 4.6%

salient points:

1. Imperial has long been considered the weakling in the global tobacco industry, 
thanks to its poor returns and sprawling portfolio of brands. Until recently, it had 
over 200 brands across multiple countries, many of which needed investment via 
marketing and distribution.

2. IMT has embarked on a rationalisation drive to reduce the number of brands, 
migrate customers into its growth and premium brands and harvest the high returns 
from more mature brands. This is evident in that growth & specialist brands now 
account for 59% of revenues, up from 50% just a few years ago.

3. It has also completed the acquisition of parts of Lorrilard which strengthens its 
position in the US and makes it more dominant. It should be able to extract synergies.

4. Stronger growth despite investment into brands has led to strong cash conversion. 
Net debt has fallen by £2bn over  the past 12 months and they have a stated 
commitment to grow the dividend by 10% p.a. They have also recently moved to 
paying a quarterly, instead of bi-annual ,dividend.

5. Last results showed strong performance on key metrics. Volumes were down 
overall, but +12% in growth brands.  Currency moves took the shine off another 
solid performance.
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newell Rubbermaid Inc

Ticker: NWL US Share in issue (m): 269
Domicile: USA Market Cap (m) $11,548

Price: $42.90 Year end: December
Currency: USD Sector: Household Goods

Year ePs dPs
2010 152.0 20.0
2011 159.0 32.0
2012 170.0 50.0
2013 183.0 60.0
2014 200.0 70.0

forecasts
Year ePs dPs
2015 217.8 84.0
2016 241.4 92.2
2017 265.1 87.2

Valuation
Ratio PE Ratio 12m Forward
Current  21.5 1.6%
1yr fwd  19.7 2.0%

salient points:

1. Like many consumer orientated businesses, Newell was guilty of neglect a few years 
ago. It had become big and lazy, with a lack of innovation that implied stagnant 
sales. Recently this has changed, with a much sharper focus, faster growth and a 
leaner cost structure. Innovation has also improved across its entire product range, 
complemented by acquisitions to improve its dominance in certain categories.

2. Unlike others, Newell has  quite a different portfolio, focussed on stationery, tools, 
commercial products, home products and baby accessories. These are different to 
the “usual” categories  of home care and beauty and differentiate it from its peers. 
Many clients will be familiar with its yellow rubber gloves. Those with babies will 
understand the potential in that category from prams to car seats and much more.

3. 70% of sales originate from the US, which highlights its dominance in the home 
market but also the potential for growth as it spreads its wings further into Europe 
and Asia.

4. EPS has grown steadily, and thanks to a strong balance sheet, dividend growth has 
been superb for the past five years.  Dividend cover is still low relative to peers, so 
there is plenty of room for growth. It is not the cheapest share in the sector, but its 
track record is improving and so is the rating.
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Reckitt Benckiser

Ticker: RB LN Share in issue (m): 718
Domicile: UK Market Cap (m) £42,130

Price: £58.63 Year end: December
Currency: GBP Sector: Household Goods

Year ePs dPs
2010 226.5 127.8
2011 247.1 138.9
2012 263.3 148.8
2013 222.1 152.1
2014 230.5 154.3

forecasts
Year ePs dPs
2015 239.8 135.5
2016 257 145.0
2017 277.9 156.7

Valuation
Ratio PE Ratio 12m Forward
Current  25.4 2.6%
1yr fwd  24.4 2.3%

salient points:

1. The company has an excellent suite of brands and market positions across the world. 
Products are focused on consumer health, hygiene products , home care with a 
small exposure to food. In 2014, their pharmaceutical operations were separately 
listed under  the name of Indivior.

2. The company has a long history of innovation across their product range. This 
translates into margin accretion over time.  More importantly, they have a strong 
track record of delivering on margin expansion and driving returns.

3. A focus on efficiencies has allowed them to drive strong cash conversion and 
shareholder returns. The dividend has grown strongly over the years, with more 
growth to come. While the yield is relatively low, they have grown the dividend at a 
rate of 7% p.a. over the last five years - well ahead of UK inflation.

4. Medium term targets (2020) are to achieve growth in net revenues at 2% above the 
market growth rate, modestly expand margins every year, garner 80% of revenues 
from health and hygiene, and 40% of revenues from emerging markets.

5. Recent results:  full year results to Dec. 14. revenue growth of 4%;  they continue to 
invest in brands - £30m; profits rose 11% and net margin rose 160bp to 24.7%. Debt 
was reduced and cashflow improved.  They increased the dividend for the full year.
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Unilever plc

Ticker: ULVR LN Share in issue (m): 1,276
Domicile: UK Market Cap (m) £33,635

Price: £26.36 Year end: December
Currency: GBP Sector: Household Goods

Year ePs dPs
2010 129.6 71.2
2011 131.1 86.2
2012 128.2 87.6
2013 145.2 101.2
2014 146.7 100.2

forecasts
Year ePs dPs
2015 133.4 94.6
2016 142.9 99.2
2017 152.5 109.7

Valuation
Ratio PE Ratio 12m Forward
Current  18.0 3.8%
1yr fwd  19.8 3.6%

salient points:

1. Unilever is one of the world’s leading consumer companies. It has over 400 brands 
across food, personal care (toiletries), homecare, detergents and ice cream.  
Incredibly, on any given day, more than 2 billion people use its products to look 
good, feel good, and get more out of life.

2. Unilever has rationalised its brand portfolio to increase its focus on home care 
and personal care, whilst reducing its exposure to certain food categories. This has 
improved margins and focus.

3. In our opinion, Unilever has one of the more impressive management teams in the 
industry. They are dynamic with an excellent handle of their operations and the 
different factors affecting various regions.

4. Markets remain intensely competitive. For example, there has been a two-year 
“washing powder” war in South Africa between Omo (Unilever) and  Ariel (owned 
by Procter & Gamble.) This same trend is playing out in various markets around the 
world.

5. Results for the 6 months to June 2015 showed a welcome return to top line growth. 
Revenues grew by 12%, with sales from emerging markets up by 6%. Thanks to 
improving margins, profits rose 16%. Unilever pays a quarterly dividend, which 
was down slightly from the prior year due to adverse currency effects. Recent price 
weakness offers an attractive entry point, in our view.
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Michael Kors Inc

Ticker: KORS US Share in issue (m): 199
Domicile: USA Market Cap (m) $8,854

Price: $44.35 Year end: March
Currency: USD Sector: Personal Goods

Year ePs dPs
2011 41.0 0.0
2012 80.0 0.0
2013 197.0 0.0
2014 322.0 0.0
2015 428.0 0.0

forecasts
Year ePs dPs
2016 433.4 0.0
2017 451.7 0.0
2018 505.8 0.0

Valuation
Ratio PE Ratio 12m Forward
Current  10.4 0.0%
1yr fwd  10.2 0.0%

salient points:

1. Michael Kors is a US-based luxury fashion and lifestyle brand, founded by the award-
winning designer, Michael Kors. He is still CEO of the company and active in fashion 
design. The company’s handbags are highly regarded by discerning consumers 
worldwide.

2. At present, the bulk of profits come from its US operations, which are serviced 
through 343 of its own stores and a further 2,500 licenced outlets in major 
department and specialty stores. 

3. Outside of the US, it has 183 of its own stores and a further presence in 1,500 
department stores such as Harrods, and Galleries La Fayette. 

4. The company has grown quickly, but a weak period in its watch division and negative 
currency impact have hit the share price hard. The p/e ratio has declined from 70x 
in 2012 to the present level of 10x. 

5. The company is cash generative but has never paid a dividend since listing in 2011. 
Rather, it prefers to return cash to shareholders via share buybacks.  Shares in issue 
are expected to fall 4% in 2016, which will enhance earnings growth. 

6. There is much international growth left and we believe the market has been to 
harsh in its assumption that the company is ex-growth. Generally, luxury goods have 
come under pressure
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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.
 

 
Harvard House Investment Management (Pty) Ltd*, Licence no: 675  
Harvard House Financial Services Trust*, Licence no: 7758
Harvard House Insurance Brokers*, License no.  44138
Harvard House, Chartered Accountants
* Authorised financial service providers in terms of FAIS (2002)

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      (  +27 (0) 33 330 2164
G     3 Harvard Street, Howick, 3290, South Africa  7  +27 (0) 33 330 2617   
+ P.O. Box 235, Howick, 3290, South Africa  @  admin@hhgroup.co.za
        www  www.hhgroup.co.za  

contact detaIls

tHE final word

“When you’re trying to stay a step ahead of 
the competition, any advantage helps.”


