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In this edition:

•	 The	never-ending	scramble	for	income

•	 Employment	tax	incentive

•	 Valuations:	coming	back	down	to	earth	

•	 Company	results	snippets:	

◊	 British	American	Tobacco

◊	 MTN

◊	 Standard	Bank

(n: immediate insight; receive knowledge by direct perception)
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As	a	firm,	a	large	portion	of	our	time	is	
spent	sourcing	and	providing	income	to	
retirees.	We	 have	 always	 stressed	 the	
need	 to	 secure	 an	 increasing	 income	
stream.	 Listed	 property	 has	 been	 an	
excellent	 vehicle	 in	 this	 respect.	 	 The	
major	attraction	of	 listed	property	has	
been	 its	 ability	 to	 pay	 a	 higher	 than	
average	 income	 yield	 (presently	 a	
diversified	 listed	 property	 portfolio	 is	
yielding	approximately	8%	per	annum)	
together	with	the	potential	for	increases	

in	the	annual	level	of	income.	Such	increases	ultimately	lead	
to	capital	appreciation	which	is	essential	if	the	assets	are	to	
grow	in	line	with,	or	ahead	of,	inflation.

Over	the	past	two	years,	we	have	highlighted	that	changes	to	
the	corporate	 structure	of	 listed	property	 companies	were	
imminent.	 In	 April	 2013,	 new	 legislation	 came	 into	 effect,	
whereby	 listed	 property	 companies	 incorporated	 as	 either	
“Property	Unit	Trusts”	(PUTS)	or	“Property	Loan	Stock”	(PLS)	
companies,	could	opt	to	change	their	corporate	structure	to	
Real	Estate	Investment	Trusts	(REITS).	This	legislation	brings	
South	Africa	into	line	with	global	best	practice,	and	was	seen	
as	essential	to	encourage	foreign	investment	into	the	sector.	
There	are	various	changes	 for	 the	companies	 themselves	–	
the	most	notable	being	 that	REITS	no	 longer	have	to	make	
provision	 for	capital	gains	 tax	on	 the	eventual	 sale	of	 their	
property	portfolios.	This	enhances	the	value	of	the	portfolio	
and	 the	 net	 asset	 value	 of	 the	 company,	 which	 in	 turn	 is	
supportive	of	share	prices.	

However,	 not	 all	 the	 changes	 are	 positive	 for	 investors.	
In	 the	 past	 most	 of	 the	 income	 distributions	 from	 listed	
property	 companies	were	 classified	 as	 interest	 income	 for	
the	purposes	of	South	African	 income	tax.	This	meant	 that	
if	a	 client	earned	under	R34,500	 in	 interest	 (2014	 tax	year,	
assuming	the	client	is	older	than	65),	the	interest	exemption	
would	offset	the	interest	earned,	with	a	positive	impact	on	
the	 overall	 amount	 of	 tax	 payable.	 To	 illustrate	 this	 point,	
consider	 the	 following	client	example	 in	 the	table	opposite	
(client	is	70	years	of	age).

Following	the	introduction	of	REIT	legislation,	companies	are	

now	 in	 the	process	 of	 converting	 their	 corporate	 status	 to	
REITS.	This	process	has	been	underway	for	9	months,	and	the	
first	 income	distributions	are	now	being	declared	and	paid	
under	the	new	regime.	

The	 nature	 of	 income	 distributed	 from	 a	 REIT	 structure	 is	
no	longer	classified	as	interest.	In	future,	this	income	will	be	
classified	as	a	Taxable	Dividend.	The	single	biggest	impact	for	
clients	however	is	that	the	same	income	that	was	previously	
deemed	 to	be	 interest	 in	prior	 tax	years	may	no	 longer	be	
applied	against	 the	 interest	exemption	 in	 the	 future	 years.	
Furthermore,	the	treatment	for	foreign	and	local	investors	is	
different,	as	follows:

1.	 SA	shareholder:	no	Dividends	withholding	tax	is	deducted,	
but	the	income	is	then	added	to	your	taxable	income	and	
taxed	at	your	marginal	rate.

2.	 Foreign	shareholder:	Dividends	withholding	tax	is	applied	
(at	 the	 present	 rate	 of	 15%).	 The	 net	 amount	 is	 then	
deemed	to	be	free	of	further	tax.	

The	 tax	 calculation	 (using	 the	 same	 2014	 tables	 for	
consistency)	 for	 the	same	client	 illustrated	earlier	will	 then	
become	as	follows:

Income Source Value
Pension R60,000
Interest	on	fixed	deposit		
(R100,000	@	5.5%	p.a)

R5,500

Interest	on	listed	property	portfolio	
(R760,000	@	8%	p.a)

R60,800

THE nEvEr-EndinG scramblE for incomE

Robin Gibson

Income Source Value
Pension R60,000
Interest	on	fixed	deposit		
(R100,000	@	5.5%	p.a)

R5,500

Interest	on	listed	property	portfolio	
(R760,000	@	8%	p.a)

R60,800

Total	interest	earned R66,300
Total	gross	income R126,300
Less:	Interest	exemption -R34,500
Total	taxable	income R91,800
Tax	payable	(after	rebates) R	nil
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Total	interest	earned R66,300
Total	gross	income R126,300
Less:	Interest	exemption -R5,500
Total	taxable	income R120,800
Tax	payable	(after	rebates) R	2,914

Before	you	all	reach	for	your	e-mail	to	liquidate	your	property	
portfolio,	it	is	useful	to	consider	a	few	important	points:

•	 While	 property	 may	 not	 quite	 enjoy	 the	 same	 tax	
status	as	 it	has	done	 in	 the	past,	 it	 remains	one	of	 the	
only	asset	classes	with	an	attractive	yield	that	can	grow	
income	faster	than	inflation	and	consequently	also	grow	
your	capital.	(We	would	however	stress	that	the	level	of	
capital	 growth	 enjoyed	 in	 prior	 years	 was	 exceptional	
and	 unlikely	 to	 be	 repeated.)	 The	 remaining	 interest	
income	asset	classes	such	as	 fixed	deposits,	bonds	and	
participation	 bonds	 to	 name	 just	 a	 few,	 do	 not	 enjoy	
these	characteristics.

•	 The	tax	paid	in	the	above	example	shaved	a	mere	0.38%	
off	the	yield	of	the	client’s	listed	property	portfolio.	This	
still	 ensured	 that	 the	 listed	 property	 component	 was	
an	essential	and	valuable	portion	of	 the	client’s	overall	
income	portfolio	AND	 the	most	 tax	efficient	 long	 term	
investment	vehicle.

•	 Financial	planning	 is	never	a	 “one	size	 fits	all”	process.	
Each	 client’s	 needs	 and	 circumstances	 are	 different.	
Eliminating	 property	 from	 a	 portfolio	 should	 be	 a	
carefully	considered	and	assessed	strategic	decision.

•	 Increased	 costs	 are	 an	 unavoidable	 part	 of	 life:	 rates	
increase,	 electricity	 escalates	 as	 does	 the	 petrol	 price.	
These	changes	should	be	considered	in	the	same	light	–	
they	should	be	acknowledged	and	planned	for.	Financial	
planning	is	never	an	end	point	but	a	process.

•	 Property	 would	 appear	 no	 longer	 to	 be	 the	 darling	 of	
the	investment	world	that	it	has	been	for	the	last	fifteen	
years.	We	remind	clients	that	we	have	been	concerned	
that	 expectations	may	 have	 been	 created	 that	 are	 too	
high.	It	is	important	that	we	still	see	Listed	Property	as	an	
effective	weapon	in	the	retiree’s	arsenal	going	forward,	
despite	some	of	the	negative	press	in	recent	months.

We	have	written	this	article	so	that	clients	remain	informed	
about	 changes	 to	 legislation	 and	 are	 not	 surprised	 if	 they	
are	now	 liable	 for	a	small	amount	of	 tax.	 It	 is	certainly	not	
intended	to	be	an	instruction	to	abandon	property.	Far	from	
it.	We	would	encourage	clients	who	have	concerns	to	either	
meet	with	 their	 adviser	 or	 tax	 consultant	 to	 establish	how	
this	change	may	affect	them	in	the	2015	tax	year	and	whether	
any	significant	action	should	be	taken.

EmploymEnT Tax incEnTivE

If	you	are	involved	in	a	business	or	farm	
that	employs	people,	do	you	know	that	
a	recent	initiative	by	government	might	
save	you	some	money?	It	is	designed	to	
encourage	 the	 employment	 of	 young	
people	by	allowing	employers	 to	claim	
a	rebate	on	their	payments	to	SARS	for	
PAYE.	 Here	 are	 some	 of	 the	main	 ele-
ments	of	the	scheme.

•	 The	 employer	 must	 be	 registered	 for	 employees’	 tax	
(PAYE)

•	 The	qualifying	employee(s)	must:
•	 	Have	been	employed	on	or	after	1	October	2013
•	 	Have	a	valid	South	African	ID	document
•	 	Be	between	the	ages	of	18	and	29
•	 	Not	earn	over	R6000	per	month

•	 Not	be	a	domestic	worker
•	 The	monthly	rebate	ranges	from	about	R250	up	to	R1000	

per	month	for	each	qualifying	employee,	depending	on	
several	factors.

If	you	would	 like	 further	 information	contact	SARS	Contact	
Centre	on	0800	00	7277.

Peter Laithwaite



We understand Your Need for Financial Integrity

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

Our	 seminar	 in	 November	 last	 year	 focused	 on	
valuations	 and	 the	 fact	 that	 they	were	 near	 record	
highs.	We	made	 the	 case	 for	 2014	 to	 be	 a	 year	 of	
consolidation,	with	solid	earnings	growth	and	modest	
share	price	 gains.	Growing	profits	 and	 steady	 share	
prices	 would	 provide	 the	 ideal	 environment	 for	
valuations	 to	 retreat	 from	 their	 lofty	highs	 to	more	
palatable	levels.

February	and	March	are	busy	moths	on	the	corporate	
calendar.	 Many	 companies	 have	 either	 December	
or	 June	 year	 ends,	 and	 so	 report	 either	 full	 year	 or	

half	 year	 results.	 This	 reporting	 season	 is	 now	coming	 to	 a	 close,	 so	we	
have	an	opportunity	to	look	back	over	the	past	three	months	to	see	how	
our	 predictions	 for	 the	 year	 are	 materializing.	 The	 first	 chart	 alongside	
shows	the	PE	ratio	for	the	market	as	a	whole.	It	is	clear	from	the	chart	that	
valuations	were	stretched	towards	 the	 latter	half	of	 last	year	–	 the	ratio	
has	 seldom	been	above	18x	over	 the	past	 eighteen	 years.	However,	 the	
combination	of	flat	equity	markets	and	rising	profits	is	feeding	through	to	
lower	valuations.	There	is	more	to	go	–	but	the	trend	is	definitely	moving	
in	the	right	direction.

Looking	at	the	composition	of	the	markets	and	the	rate	of	profit	growth,	it	
is	encouraging	to	note	that	profits	for	the	market	as	a	whole	are	growing	
again	 –	 after	 a	 weak	 period	 last	 year.	 The	 recovery	 is	 largely	 due	 to	 a	
rebound	in	profits	from	mining	companies,	which	are	notoriously	volatile,	
and	is	one	of	the	reasons	why	we	never	advocate	a	large	exposure	to	the	
mining	 sector.	 Encouragingly,	 profit	 growth	 from	 financial	 and	 industrial	
companies	remains	solid,	despite	the	weaker	economy.	This	is	testament	
to	good	management	and	expansion	overseas,	where	the	weak	rand	has	
certainly	boosted	profits	from	offshore	operations.

The	 trend	 in	South	Africa	goes	against	 the	 trend	we	are	seeing	 in	major	
offshore	markets.	Despite	a	volatile	start	to	the	year,	the	PE	ratios	for	the	
UK	and	US	markets	remain	high	–there	has	been	no	retracement	over	the	
past	few	months.	Furthermore,	the	trend	in	valuations	has	clearly	been	up	
over	the	past	two	years.	Those	markets	are	looking	expensive	in	the	near	
term,	and	like	the	JSE,	need	profit	growth	to	materialize	in	order	to	bring	
valuations	down	to	more	reasonable	levels.	Investors	have	been	concerned	
recently	 about	 the	 impact	on	profits	 from	weaker	US	and	Chinese	data,	
as	 well	 as	 the	 political	 turmoil	 of	 the	 Russian	 /	 Crimean	 situation,	 and	
the	potential	 impact	on	economic	growth	of	 sanctions	on	Russia.	 In	our	
opinion,	 the	US	data	has	been	distorted	by	extremely	cold	weather,	and	
China	is	expected	to	fast-track	some	reforms	to	add	near	term	impetus	to	
its	economy.	So	the	recent	weak	patch	should	be	just	that	–	a	weak	patch.

Michael Porter

JSE PE RatIo

4

6

8

10

12

14

16

18

20

80 82 84 86 88 90 92 94 96 98 00 02 04 06 08 10 12 14

Average since 1980 

Valuations are starting to fall, which is an 
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Profits from mining companies are growing again, 
whilst financial and industrial profits remain solid.
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bRItISh aMERICaN tobaCCo: that’S thE oNE

Seasoned	clients	might	remember	tobacco	advertisments	of	
old.	The	slogan	for	Lexington,	one	of	BAT’s	key	brands,	was	
“That’s	the	one!”	The	company	has	just	released	full	year	re-
sults	 and	whilst	 the	 global	 operating	 environment	 remains	
challenging,	 BAT	 continues	 to	 deliver	 superb	 returns.	 The	
company	grew	revenues,	profits	and	market	share,	and	in	so	
doing,	improved	margins.	Shareholders	could	hardly	ask	for	
more.	

Due	 to	 the	 diverse	 geographic	 nature	 of	 the	 company	 –	 it	
operates	in	almost	every	region	on	earth	–	its	performance	
can	vary	hugely	once	profits	from	each	region	are	converted	
back	 into	Sterling.	The	past	year	has	been	characterized	by	
wild	currency	fluctuations	–	the	Rand	has	not	been	the	only	
currency	under	pressure	–	so	this	has	impacted	on	reported	
profits.	 But	 assuming	 stable	 exchange	 rates,	 the	 company	
grew	revenue	by	4%,	profits	by	7%	and	earnings	per	 share	
by	10%.

The	stock	is	currently	trading	on	a	forward	dividend	yield	of	
4.7%	and	price/earnings	ratio	of	15x	(vs.	the	market	average	
of	2.6%	and	18x	respectively),	both	relatively	undemanding	
ratings.	Being	a	pure	rand	hedge,	it	remains	attractive	to	lo-
cal	 investors,	who	continue	their	hunt	for	hard	currency	al-
ternative	investments.

Other	interesting	snippets	include:

1.	 Despite	 total	 volumes	 falling	by	2.6%	over	 the	year,	 the	
company’s	 International	 brands	 grew	 volumes	 by	 2.1%,	
of	which	Global	Drive	Brands	grew	by	1.9%.	This	remains	
a	key	focus	for	the	company	–	converting	smokers	away	
from	 their	 smaller	 brands	 into	 their	 core	 global	 brands	
where	 pricing	 is	 stronger	 and	 they	 can	 achieve	 better	
economies	 of	 scale.	 Evidence	 of	 this	 strategy	 is	 that	
volumes	 for	Dunhill	 grew	10%	and	Pall	Mall	by	4.4%.	 In	

contrast,	volumes	for	Kent	and	Lucky	Strike	were	3%	and	
6.5%	lower	respectively.	

2.	 Global	Drive	Brands	 now	account	 for	 35%	of	 their	 total	
volumes.	

3.	 In	 2013,	 the	 company	 spent	 £1.5bn	 repurchasing	 44	
million	 of	 their	 own	 shares.	 They	 have	 announced	 a	
further	buyback	of	the	same	magnitude	for	2014.	This	will	
underpin	the	price,	and	ensure	good	growth	 in	earnings	
and	dividend	per	share.

4.	 The	 outlook	 from	 management	 is	 that	 the	 economic	
recovery	remains	fragile,	particularly	in	Southern	Europe.	
Nonetheless,	 the	 pricing	 environment	 remains	 good	
so	 they	 are	 confident	 that	 they	 can	 continue	 to	 deliver	
improvements	in	operating	margins	and	market	share.		

The	company	grew	revenues,	profits	and	market	share,	and	
in	so	doing,	improved	margins.	Shareholders	could	hardly	ask	
for	more.	

Year ended December 2013 2012 % change
Pretax	profit	(£	million) 6,077 5,866 3.6%
Earnings	per	share	(p) 216.6 207.5 4.4%
Dividend	per	share	(p) 142.4 134.9 5.6%
Group	Volume	(bn	sticks) 676 694 -2.6%

company rEsulTs snippETs

bat ShaRE PRICE

400

420

440

460

480

500

520

540

560

580

600

Jul-12 Oct-12 Jan-13 Apr-13 Jul-13 Oct-13 Jan-14

Rand per share 

That’s the one. The company remains a core holding for our 
clients
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MtN: MaNY MoVING PaRtS

MTN	has	always	been	considered	the	underdog	in	the	South	
African	 cellular	 market,	 largely	 because	 in	 1994,	 it	 was	
launched	 six	 months	 after	 rival	 Vodacom.	 That	 head	 start	
gave	Vodacom	an	unassailable	advantage	–	the	ability	to	snap	
up	profitable	consumers	desperate	for	the	new	technology.	
As	 a	 result,	 Vodacom	has	 always	had	 a	 larger	 share	of	 the	
lucrative,	contract	subscriber	base.	Realising	this,	MTN	took	
the	 brave	 decision	 to	 expand	 aggressively	 offshore,	 often	
into	countries	that	were	deemed	“no-go”	destinations	at	the	
time.	Those	decisions	have	paid	off.	The	company	is	now	one	
of	 the	 largest	 telecommunications	 companies	 across	Africa	
and	the	Middle	East.

MTN	 operates	 in	 23	 countries	 across	 Africa	 and	 the	
Middle	 East.	 Consequently,	 there	 are	 lots	 of	moving	 parts	
–	 currencies,	 regulatory	 changes,	 economic	 cycles,	 and	
unstable	governments.	Consequently,	MTN	is	a	complicated	
company	–	but	at	its	core,	its	all	about	getting	people	talking,	
and	connected	to	the	internet.	The	demand	is	insatiable.

The	 company	 delivered	 a	 solid	 set	 of	 results,	 even	 if	 they	
were	 boosted	 by	 the	weakness	 of	 the	 Rand.	 (Owing	 to	 its	
aggressive	 expansion,	 South	 Africa	 now	 accounts	 for	 only	
22%	of	the	company’s	profits.	The	balance	is	earned	outside	
of	 the	 country	 so	 profits	 rise	 when	 the	 Rand	 is	 weak.)	
Equally	 important,	 the	company	 is	extremely	cash	flush,	so	
management	has	committed	to	paying	out	a	hefty	chunk	of	
profits	 to	 shareholders	 in	 the	 form	of	 dividends	 and	 share	
buybacks.	 The	dividend	 is	up	25%	 for	 the	year,	placing	 the	
share	on	a	historic	yield	of	5%	-	attractive	relative	to	other	
industrial	shares	and	the	broader	market.	

Other	interesting	snippets	include:
1.	 The	 company	 has	 207	million	 subscribers,	 up	 from	 189	

million	the	year	before.	From	a	subscriber	point	of	view,	
Nigeria	 is	 the	 largest	 (57	 million),	 followed	 by	 Iran	 (41	
million),	South	Africa	(26	million)	and	Ghana	(13	million.)

2.	 From	a	profit	perspective,	Nigeria	is	the	company’s	largest	
market,	accounting	for	50%	of	profits,	well	ahead	of	the	
next	most	profitable	market,	which	is	South	Africa.

3.	 Revenue	from	voice	calls	is	under	pressure,	as	subscribers	
move	 to	 instant	 messaging	 (Whatsapp	 and	 Skype	 for	
example)	 that	 bypass	 traditional	 voice	 calls	 and	 rather	
make	 use	 of	 an	 internet	 connection.	 Encouragingly,	
data	 revenues	 grew	 by	 over	 30%	 and	 this	 trend	 should	
accelerate	as	social	networking	trends	continue.

4.	 The	company	has	virtually	no	debt.	It	continues	to	invest	
in	its	networks	to	improve	quality,	but	strong	cash	flows	
underpin	its	future	dividends.

5.	 As	we	all	know,	Africa	is	not	for	sissies.	 It	 is	not	all	plain	
sailing.	MTN	often	falls	foul	of	the	Nigerian	regulator	due	
to	quality	 issues.	Presently,	 it	 is	banned	from	selling	any	
new	 SIM	 cards	 for	 3	months	 until	 they	 have	 expanded	
their	network.	Whilst	this	does	dent	short	term	growth,	it	
does	highlight	the	pace	at	which	the	market	is	expanding.	

6.	 MTN	is	in	talks	with	Telkom	about	sharing	infrastructure	
and	 radio	 spectrum	 between	 itself	 and	 Telkom	Mobile	
(branded	8ta	in	South	Africa.)	This	should	be	positive	for	
both	companies	and	is	essential	to	stave	off	competition	
from	the	potential	merger	of	Vodacom	and	Neotel.

Globally,	 cellular	 companies	 are	 often	 deemed	 to	 be	 low	
growth	 investments,	 because	 markets	 are	 completely	
saturated.	MTN	is	not	in	that	position.	Owing	to	its	geographic	
position,	it	still	has	plenty	of	growth	in	both	voice	and	data.	
In	addition,	it	offers	investors	an	attractive	dividend	yield.	It	
remains	firmly	on	our	radar	screens.

Year ended December 2013 2012 % change
Revenue	(R	million) 136,500 121,900 12%
Operating	profit		
(R	Million)

59,788 52,637 13.6%

Headline	earnings	per	
share	(cents)

1,386 1,089 27.3%

Dividend	per	share	
(cents)

1,035 824 25.6%
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Despite the many moving parts, MTN continues to deliver 
the goods to shareholders.
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StaNDaRD baNk: MoVING foRwaRD, fINallY. 

Standard	 Bank	 has	 had	 a	 tough	 few	 years.	 Its	 share	 price	
reached	a	high	of	R132	per	share	in	October	2007	when	ICBC	
Bank	of	China	announced	its	intention	to	acquire	20%	of	the	
company.	Almost	seven	years	later,	the	price	finally	reached	
a	new	high	of	R134	per	share	last	week	(although	it	is	well	off	
the	lows	of	R70	reached	at	the	nadir	of	the	Financial	Crisis.)	
That	 alone	 points	 to	 the	 fact	 that	 it	 has	 been	 a	 long	 haul.	
Whilst	the	company	is	not	out	of	the	woods	completely,	we	
believe	that	the	future	is	looking	much	brighter.		

An	overly	aggressive	expansion	plan	lies	at	the	heart	of	the	
Bank’s	problems.	 In	the	heyday	of	emerging	markets,	Stan-
dard	Bank	set	 its	goal	as	being	a	 leading	emerging	markets	
bank.	Consequently,	it	opened	offices	or	acquired	businesses	
across	Africa	and	South	America.	It	also	built	a	large	opera-
tion	 in	London,	but	 this	proved	 to	be	 its	Achilles	Heel.	The	
operation	was	too	expensive	(staff	costs	and	regulatory	re-
quirements)	relative	to	the	revenue	generated.	Returns	were	
poor	and	losses	were	commonplace.	Standard	Bank	has	now	
agreed	to	sell	the	bulk	of	this	operation	to	their	partner,	ICBC.	
The	transaction	should	be	concluded	by	the	end	of	the	year.	
Together	with	the	sale	of	operations	in	Brazil	and	Argentina,	
Standard	Bank	is	returning	to	its	roots	–	namely	a	pan-African	
bank.	That	is	a	welcome	development.

The	 return	 to	 focus	 is	 highlighted	 by	 the	 fact	 that	 94%	 of	
the	Bank’s	profit	now	comes	from	South	Africa	and	the	rest	
of	Africa	 –	 only	 6%	 is	 sourced	 from	outside	 the	 continent.	
Importantly,	 the	bank	has	been	busy	 laying	 the	 foundation	
for	future	African	growth	by	establishing	branches	and	infra-
structure.	This	is	largely	complete	for	the	time	being,	so	now	
management	can	focus	on	securing	new	business.

Other	interesting	snippets	include:
1.	 The	Group’s	capital	adequacy	ratio	rose	to	16%,	up	from	

14.3%	in	the	prior	year.	Capital	adequacy	is	an	indication	
of	 the	Bank’s	ability	 to	meet	 its	obligations	–	 legislation	
requires	less	than	10%	-	so	the	Bank	is	in	a	strong	financial	
position.

2.	 Crucial	 to	 the	 performance	 of	 any	 bank	 is	 the	 amount	
of	provisions	 for	bad	debts	–	 loans	 that	might	never	be	
repaid.	 We	 have	 been	 through	 low	 interest	 rates	 and	
a	 benign	 cycle,	 but	 with	 rates	 rising,	 credit	 losses	 are	
expected	 to	 increase.	 Standard	 Bank	 has	 boosted	 its	
general	 provisions	 as	 a	 precautionary	 measure.	 This	 is	
always	 welcome	 as	 they	 have	 created	 a	 buffer	 against	
possible	future	losses.	

3.	 Unfortunately,	costs	are	still	too	high,	which	weighed	on	
results,	but	the	positive	is	that	there	is	still	plenty	of	room	
for	 improvement,	which	could	boost	profits	 in	the	years	
ahead.

The	environment	for	banking	shares	is	getting	tougher	–	in-
terest	 rates	 are	 rising	 and	 the	 economy	 is	weak	 –	 both	 of	
which	put	strain	on	the	ability	to	generate	new	loans	and	re-
pay	existing	ones.	That	said,	our	four	major	banks	remain	in	
a	healthy	position	and	we	believe	that	they	will	deliver	solid	
growth	in	the	year	ahead.	Coupled	with	relatively	high	divi-
dend	yields,	they	remain	core	holdings	for	portfolios.	Having	
done	much	to	clean	up	its	act	over	the	past	two	years,	we	are	
hopeful	that	Standard	Bank	will	now	be	able	to	reap	some	of	
the	rewards	for	the	foundations	which	it	has	laid.	
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The investment by ICBC into Standard Bank that triggered 
the 2007 rally in the share price is a long time ago. The 

share price has finally exceeded that prior peak. 

Year ended December 2013 2012 % change
Operating	profit		
(R	Million)

17,194 14,198 15%

Headline	earnings	per	
share	(cents)

1,065 935 14%

Dividend	per	share	
(cents)

533 455 17%



We understand Your Need for Financial Integrity

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

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

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	 	

As	we	mentioned	last	month,	our	next	Midlands	seminar	will	delve	into	foreign	markets	and	foreign	shares,	as	well	as	
giving	some	consideration	to	our	local	market	through	the	eyes	of	foreigners,	as	that	can	offer	an	interesting	perspective	
on	trends	within	the	JSE.		In	Johannesburg,	we	will	delve	into	the	risks	associated	with	living	annuities	–	a	topic	that	we	feel	
is	important	for	both	clients	who	are	already	retired	and	those	whose	retirement	is	imminent.		

Please	RSVP	to	Annalie	Robins	on	033	3302164	or	annalier@hhgroup.co.za.	Please	note	that	we	will	host	two	seminars	in	
Natal	–	one	morning	session	and	one	evening	session	in	order	to	alleviate	congestion	and	make	the	events	more	accessible.	
Please	take	note	of	the	morning	venue,	the	Amber	Valley	auditorium.	

INSIGht SEMINaRS: kZN MIDlaNDS & JohaNNESbuRG 

CoNtaCt DEtaIlS

i N S i G H T
Market Updates from the Harvard House Group

Natal Midlands - Morning Natal Midlands - Evening Johannesburg - Evening
Topic: The	Foreign	Perspective Risks	associated	with	living	annuities

Date: 27th	of	May 27th	of	May 22nd	May	2014
Venue: Amber	Valley	Auditorium

Amber	Valley
Fernhill	Hotel

Midmar	/	Tweedie	Road
(almost	opp	entrance	to	Midmar)

Liliesleaf	Conference	Venue
7	George	Avenue,	Rivonia

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


