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•	 Glencore	Xstrata:	offering	an	alternative

•	 Imperial:	unlocking	Africa’s	potential
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When	 investors	 think	 of	 diversified	
mining	 companies	 in	 South	 Africa,	
the	 first	 names	 that	 spring	 to	 mind	
are	 Anglo	 American	 and	 BHP	 Billiton.	
However	the	merger	between	Glencore	
and	 Xstrata	 in	 London	 has	 created	
another	mining	giant,	Glencore-Xstrata,	
which	has	recently	dual	listed	on	the	JSE,	
giving	local	investors	an	opportunity	to	
gain	 exposure	 to	 an	 entirely	 different	
suite	 of	 commodities	 than	 what	 was	
previously	available.

Glencore	started	trading	on	the	JSE	on	13	November	2013.	
The	decision	to	list	in	Johannesburg	seems	to	imply	that	its	
African	resource	base	is	gaining	in	 importance	to	Glencore,	
coupled	with	 the	company	 looking	 to	 tap	 into	capital	 from	
a	 resource	 dominant	 continent.	 Once	 more	 than	 5%	 of	
Glencore’s	 share	 registry	 is	 held	 through	 the	 JSE,	 it	will	 be	
eligible	for	inclusion	in	the	JSE	indices	-	this	is	likely	to	happen	
sometime	in	the	first	quarter	of	2014.	This	event	could	trigger	
decent	demand	from	index	tracking	funds	which	will	have	to	
realign	their	portfolios.

The	company	 is	a	major	producer	and	marketer	of	over	90	
commodities,	with	a	focus	on	copper,	nickel,	zinc/lead,	alloys,	
alumina/aluminium,	oil,	coal,	grains,	oils/oilseeds,	cotton	and	
sugar.	The	following	paragraph	is	taken	from	the	Company’s	
annual	report	and	neatly	summarises	its	strategy:

“The	merger	 of	 Glencore	 and	 Xstrata	was	 the	 logical	 next	
step	 for	 two	 highly	 complementary	 businesses.	 Xstrata	
provides	further	experience	and	skill	to	the	production	side	
of	 the	 business	 to	 supplement	 Glencore’s	 own	 production	
expertise.	 Glencore	 brings	 its	 expertise	 and	 agility	 to	 the	
marketing	and	trading	part	of	the	business.	The	combination	
enables	 Glencore	 Xstrata	 to	 take	 advantage	 of	 changing	
trends	in	the	way	that	natural	resources	are	consumed	and	
supplied	 globally,	 especially	 as	 a	 result	 of	 the	 demand	 in	
emerging	economies.

Our	 unique	 business	 model	 allows	 us	 to	 benefit	 from	
diversification	across	soft	and	hard	commodities,	a	worldwide	
footprint	and	integration	all	the	way	from	first	exploration,	

production	 and	 processing,	 to	 marketing	 and	 distribution	
to	our	end	customers.	This	sets	us	apart	 from	our	 industry	
peers	 and,	 supported	 by	 an	 entrepreneurial	 culture	 and	
value-seeking	 mindset,	 allows	 us	 to	 create	 value	 over	 the	
short,	medium	and	longer	term	and	maximise	opportunities	
throughout	the	cycle.”

When	 comparing	 Glencore’s	 portfolio	 with	 those	 of	 Anglo	
American	and	BHP	Billiton,	the	key	difference	is	that	Glencore	
does	 not	 have	 any	 exposure	 to	 iron	 ore,	 which	 makes	 up	
roughly	 40%	 of	 earnings	 for	 both	 Billiton	 and	 Anglo.	 The	
market	 is	 expecting	 iron	 ore	 prices	 to	weaken	 significantly	
in	 2014	 after	 being	 much	 firmer	 than	 expected	 in	 2013	
(averaging	 $135/ton	 versus	 the	market	 forecast	 of	 around	
$100/t).

With	regard	to	base	metals,		Glencore	has	a	large	exposure	to	
nickel	and	zinc	which	are	almost	non-existent	in	the	portfolios	
of	 Anglo	 and	 Billiton.	 Furthermore	 Glencore	 derives	 more	
than	20%	of	 its	 earnings	 from	 its	marketing	division	which	
is	 a	 major	 differentiator	 versus	 its	 peers.	 Unfortunately	
though,	earnings	are	notoriously	volatile	 from	this	division.	
Glencore’s	copper	(22%	of	earnings)	and	thermal	coal	(20%	of	
earnings)	exposure	is	also	the	highest	amongst	the	diversified	
miners.	It	is	also	dependent	on	some	rather	unstable	regions	
for	some	of	its	future	growth,	which	does	add	sovereign	risk	
to	the	share.	But	that	is	the	nature	of	mining	–	mines	cannot	
come	to	you	–	you	have	to	mine	where	the	deposit	is	located.	
This	same	risk	applies	to	the	others	as	well.

At	 current	 prices	 the	 stock	 is	 more	 expensive	 on	 a	 price	
earnings	 ratio	versus	 its	peers	 (currently	14.8x	 for	 full	 year	
2013	versus	Anglo	11.7x	and	BHP	Billiton	12.3x).	The	twelve	
month	forward	dividend	yield	is	roughly	3.2%,	with	Anglos	and	
BHP	Billiton	being	4%.	However,	there	is	a	high	expectation	in	
the	market	that	Glencore’s	free	cash	flow	(cash	available	after	
expansion	and	costs)	will	rise	dramatically	over	the	next	few	
years,	which	bodes	well	for	future	growth	in	the	dividend.	

Glencore’s	 market	 communication	 has	 been	 very	
consistent:	 cut	 costs,	 grow	 opportunistically	 or	 return	
cash	 to	 shareholders.	We	 think	 that	 the	 company	 offers	 a	
compelling	investment	case	due	to	its	growth	and	potential	
for	higher	shareholder	returns,	but	we	acknowledge	that	the	

GlEncorE Xstrata: offErinG an altErnativE

Roy Lamb
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Imperial	 Holdings	 will	 be	 familiar	 to	
most	 clients	 given	 its	 stature	 as	 one	
of	 the	 leading	 industrial	 groups	 in	 the	
country.	 What	 started	 off	 as	 a	 single	
Toyota	 dealership	 has	 grown	 into	
a	 huge,	 but	 focused,	 conglomerate	
spanning	 the	 transport	 and	 logistics	
industries.		At	a	glance,	Imperial	can	be	
broken	down	into	three	core	pillars:

1.	 Logistics.	 Logistics	 is	 spread	 across	
both	 Africa	 and	 Europe,	 and	 entails	

transportation,	 warehousing,	 distribution	 and	 all	
the	 related	 tasks	 that	 go	with	moving	 goods	 around	
the	world.	 Logistics	 accounts	 for	 27%	of	 the	Group’s	
profits.

2.	 Automotive	 and	 Industrial.	 Imperial	 holds	 the	 sole	
rights	 to	 import	 Kia	 and	 Hyundai	 vehicles	 into	 the	
country.	This	forms	the	cornerstone	of	their	dealership	
network,	but	their	dealerships	span	most	of	the	other	
popular	brands	too.	(Imperial	Toyota	will	readily	spring	
to	 mind.)	 In	 addition,	 Imperial	 owns	 the	 Europcar	
car	 rental	 franchise	 in	 the	country	and	various	other	
smaller	brands.	This	remains	the	largest	contributor	to	
Group	profits,	at	58%.

3.	 Financial	 services.	 This	 consists	 mainly	 of	 their	
insurance	operations	–	Regent	Insurance	–	which	was	
developed	to	serve	their	automotive	customers.	

The	future	success	of	Imperial	depends	largely	on	the	growth	
of	their	 logistics	operations,	both	here,	 in	Africa	and	across	
Europe.	 As	 clients	 may	 appreciate,	 getting	 goods	 around	
Africa	is	near	impossible.	Border	crossings	can	take	days,	and	
often	river	crossings	consist	of	little	more	than	rudimentary	
ferries.	 The	 cost	 of	 transport	 and	 logistics	 is	 high,	 and	 is	 a	
major	 deterrent	 to	 unlocking	 Africa’s	 potential.	 Imperial	
understands	this,	and	is	busy	creating	a	seamless	network	of	
hubs	and	trucking	routes	that	will	help	companies	get	their	
goods	 to	 Africa’s	 1	 billion	 potential	 consumers.	 They	 aim	

to	provide	a	total	solution	for	foreign	companies	looking	to	
enter	Africa	–	to	take	the	hassle	out	of	dealing	with	the	day	
to	day	challenges.

So	 far,	 it	 is	 working	 well,	 and	 we	 see	 no	 reason	 for	 the	
momentum	to	slow.	In	fact,	through	judicious	acquisitions,	the	
Group	continues	to	expand	rapidly,	and	is	now	represented	
across	 18	 countries	with	 75	 regional	warehouses,	which	 in	
turn	 are	 serviced	 by	 720	 trucks.	 That	 is	 becoming	 hard	 to	
emulate.	We	were	disappointed	by	 the	 sudden	 resignation	
of	the	CEO	a	few	months	ago,	but	believe	that	the	business	
has	more	than	sufficient	depth	in	management	from	which	
to	 draw	 a	 suitable	 successor.	 Investors	 are	 also	 concerned	
about	the	rate	of	new	vehicle	sales	–	slower	sales	will	have	a	
negative	impact.	However,	this	is	largely	mitigated	by	the	fact	
that	over	the	past	few	years,	the	number	of	Kia	and	Hyundai	
vehicles	in	the	country	has	grown	enormously.	So	revenues	
from	servicing	and	spare	parts	are	growing	steadily.

Imperial	has	a	market	capitalization	of	over	R40	billion,	but	it	
remains	cheap,	especially	relative	to	the	rest	of	the	market.	
Whilst	we	 have	 been	 concerned	with	 excessive	 valuations,	
Imperial	 trades	 on	 a	 p/e	 ratio	 of	 11x	 and	 a	 dividend	 yield	
well	over	4%.	That	is	reasonable,	especially	if	they	manage	to	
conquer	Africa’s	roads!

investment	is	of	a	higher	risk	and	therefore	not	suitable	for	
every	 portfolio.	 A	 final	 point	 that	 gives	 us	 comfort	 is	 that	
management	 are	 owners	 of	 the	 company’s	 assets	 and	 not	
merely	caretakers.	Glencore	management	holds	almost	25%	

of	the	issued	shares	versus	Anglo’s	0.02%	and	BHP	Billiton’s	
0.03%.	Management	has	 an	 incentive	 to	perform	well.	We	
expect	them	to	deliver.

impErial HoldinGs: unlockinG africa’s potEntial

Michael Porter

Imperial: a logistics powerhouse for Africa
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We	 have	 been	 reluctant	 to	 include	
locally	 listed	 hospital	 shares	 in	 client	
portfolios	 over	 the	 past	 eighteen	
months.	 In	 hindsight	 that	 was	 the	
wrong	 decision	 given	 their	 strong	
performances.		Our	rationale	was	firstly,	
that	we	sold	all	our	 shares	 in	Netcare,	
owing	 to	 the	 regulatory	and	economic	
pressure	facing	their	UK	operations	and	
secondly,	the	initial	speculation	around	
South	 Africa’s	 proposed	 National	
Health	 Insurance	 Scheme	did	 not	 look	

particularly	encouraging	for	the	industry.	However,	there	are	
a	few	factors	that	we	cannot	ignore:

1.	 An	ageing	core	population,
2.	 Continuously	rising	burdens	of	disease,	and
3.	 The	lack	of	competition	from	government	providers.	

These	 factors	will	 always	ensure	 that	 there	 is	a	 steady	 rise	
in	 the	demand	 for	quality	 healthcare,	 and	 in	 turn	 they	 are	
driving	 the	 steady	 growth	 in	 local	 medical	 aid	 schemes.	
Growth	in	members	covered	by	medical	aids	bodes	well	for	
the	future	growth	of	private	hospitals.

South	Africa’s	private	hospital	industry	is	very	well	positioned,	
and	the	listed	companies	have	a	dominant	position	-	80%	of	

all	private	hospital	beds	in	the	country	are	provided	by	the	
three	 large	 listed	 companies	 -	Netcare,	MediClinic	 and	 Life	
Healthcare.	 The	 weak	 public	 system	 provides	 virtually	 no	
competition	 at	 all	 as	 anybody	who	 can	 afford	 private	 care	
will	automatically	choose	it.

The	 healthcare	 stocks	 have	 performed	 exceptionally	 well	
as	a	result	of	strong	profitability	 in	the	SA	divisions	despite	
the	weakness	in	general	economic	conditions	in	the	country.	
The	stocks	have	rerated	(p/e	ratios	have	generally	risen)	and	
are	now	trading	at	higher	multiples	than	their	medium	term	
history.	 However,	 the	 uncertain	 SA	 economic	 environment	
means	 that	 investors	 are	 likely	 to	 continue	 to	pay	 for	 high	
quality	and	secure	earnings	-	which	the	hospital	groups	offer	
and	which	we	believe	will	be	positively	impacted	by:

•	 Volumes.	Higher	private	medical	scheme	membership	
as	 mentioned	 earlier,	 due	 to	 escalating	 numbers	
from	 the	 introduction	 of	 the	 Government	 Employee	
Medical	Scheme	(GEMS),	an	ageing	population	and	an	
increasing	burden	of	disease.	These	factors	combined	
are	 expected	 to	 feed	 through	 to	 2-3%	p.a	 growth	 in	
hospital	volumes	in	the	years	ahead.

•	 Margins	 have	 expanded	 on	 the	 back	 of	 continued	
cost	efficiencies	and	strong	occupancy	rates.	Further	
opportunities	 exist	 for	 the	 hospital	 groups	 to	 add	
additional	beds,	specifically	in	those	provinces	where	
medical	aid	membership	 is	growing	fast	and	facilities	
are	scarce.	

Although	all	three	healthcare	stocks	have	favourable	financial	
metrics,	 our	 preference	 at	 this	 point	 in	 time	 is	Mediclinic,	
although	Netcare	is	firmly	on	the	radar	as	a	potential	future	
opportunity.	 	The	table	on	the	opposite	page	offers	a	brief	
comparison	of	the	two	companies.

Both	MediClinic	and	Netcare	fall	squarely	into	the	category	
of	 industrial	 rand	 hedges	 –	 beneficial	 under	 present	
circumstances	–	but	Mediclinic	offers	better	protection	given	
the	higher	 levels	of	offshore	profitability.	Switzerland	has	a	
wealthy	ageing	population	–	a	dynamic	that	plays	right	into	
the	 hand	of	 the	 high	 level	 of	 quality	 care	 that	Mediclinic’s	
Hirslanden	 hospitals	 can	 provide.	 It	 has	 been	 argued	 that	
the	Swiss	healthcare	system	is	one	of	the	best	in	the	world.	

Willie Pelser

mEdiclinic: pain rEliEf

MedIcal ScheMe MeMber Growth (’09 – ’12)

0%

5%

10%

15%

20%

25%

E Cape Gauteng W Cape Free State Total SA KZN Mpu N Cape Limpopo N West

% Growth 

Growth in members has been skewed towards the smaller 
provinces recently.



We understand Your Need for Financial Integrity

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

Woolworths	 Holdings	 Ltd	 (WHL)	 first	
opened	its	doors	on	30	October,	1931,	
in	Cape	Town.	Through	its	subsidiaries,	
the	 company	 now	 offers	 a	 unique	
spread	 of	 fashion,	 food,	 beauty	 and	
homeware	 products.	 The	 company	 is	
focused	on	higher-income	customers	in	
all	 the	 areas	 in	which	 it	 operates,	 and	
no	doubt	we	can	all	attest	to	the	quality	
and	 convenience	 of	 its	 delicious	 food	
offerings.

Woolies’	main	Strategic	Objectives	are	to	become	a	big	foods	

business,	 to	 be	 a	 leading	 fashion	 retailer	 in	 the	 Southern	
Hemisphere	and	to	continue	to	expand	across	the	rest	of	Africa.	
Woolworths‚	 like	 other	 retailers‚	 is	 expanding	 its	 footprint	
on	the	continent	as	urbanisation	and	rising	affluence	fuel	a	
boom	in	fast-growing	cities‚	with	a	middle	class	clamoring	for	
high-quality	goods.	The	African	Middle	Class	 is	expected	to	
grow	from	55	million	people	today,	to	more	than	180	million	
in	 2030	 with	 a	 combined	 spending	 power	 of	 $1.2	 trillion.	
Recently,	Woolworths	has	signed	agreements	to	repurchase	
its	franchise	businesses	in	Botswana‚	Namibia‚	Swaziland	and	
Ghana,	 which	marks	 the	 end	 of	 franchise	 stores	 in	 Africa.	
Future	stores	will	either	be	owned	directly	by	the	company	
or	 through	 joint	 ventures.	 The	 group	 has	 a	 presence	 in	 12	

Mediclinic Netcare
Pe ratio 21.5x 16.0x
Dividend yield 1.3% 3.1%
Geographic split SA:	43%

Switzerland:	49%
UAE:	8%

SA:	95%
UK:	5%	-	but	only	because	current	profitability	is	weak.	This	
percentage	will	rise	sharply.

comments •	 Strong	SA	operations	(40%	of	earnings)	-	
they	are	benefitting	from	expansion	in	areas	
where	medical	aid	growth	is	the	high

•	 Further	aggressive	bed	rollouts	planned.	
•	 Offshore	diversification	is	starting	to	pay	

dividends,	with	strong	growth	in	Switzerland	
and	UAE.	Those	countries	also	have	
healthcare	industry	issues,	but	margins	are	
higher,	which	offers	some	compensation.	

•	 In	particular,	the	UAE	population	is	facing	an	
increasing	lifestyle	disease	burden.

•	 Thanks	to	the	above,	Mediclinic	is	an	
excellent	rand	hedge	share.

•	 Lagging	SA	operations	–	they	have	been	slow	to	add	new	
beds,	therefore	volumes	are	under	pressure.	

•	 Capital	expenditure	plans	are	also	slow	over	the	next	2	
years.

•	 The	UK	is	starting	to	recover	–	thanks	to	a	better	
economy	and	rising	private	medical	insurance.	There	are	
competition	issues	in	the	UK	and	its	subsidiary	has	an	
unsustainable	debt	burden,	but	both	of	these	issues	are	
already	more	than	reflected	in	the	price.	In	effect,	there	
is	virtually	no	value	ascribed	to	the	UK	operations	in	
Netcare’s	current	price.	

•	 Netcare	is	also	a	good	rand	hedge	share.

Switzerland	has	 the	highest	hospital	density,	 concentration	
of	high-technology	equipment	and	one	of	the	highest	doctor-
to-population	ratios	in	Europe.

A	 richer	 and	 rapidly	 expanding	 population,	 relatively	 low	
healthcare	 spend	 as	 a	 percentage	 of	 GDP,	 an	 increasing	
prevalence	 of	 lifestyle	 disease	 and	 a	 favourable	 regulatory	
environment	all	make	for	an	exciting	and	profitable	market	
for	private	hospital	growth	in	the	UAE.	Mediclinic	has	been	
quick	 to	 spot	 the	opportunity,	 and	has	 established	 a	 base,	

but	such	attractive	dynamics	have	invariably	attracted	other	
competitors.	Nonetheless,	there	is	room	for	them	all,	and	we	
believe	 that	 the	management	 team	 is	well	 placed	 to	 draw	
on	 their	 resources	 and	 experience	 to	 make	 the	 operation	
(excuse	the	pun!)	a	success.		These	shares	are	firmly	on	our	
radar	screen	and	current	market	volatility	might	well	offer	an	
attractive	entry	point.	

WoolWortHs: tHE quality sHinEs tHrouGH

Nick Rogers
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African	countries‚	excluding	SA.	The	33	African	stores	focus	
predominantly	 on	 clothing	 and	 general	 merchandise,	 but	
Botswana	has	 a	 significant	 food	business.	Woolies	plans	 to	
have	about	82	stores	in	Africa	by	2016.
		
But	 it	 is	 not	 only	 in	 Africa	 where	 the	 Group	 is	 expanding.	
Woolworths	 made	 its	 first	 foray	 into	 Australia	 some	 years	
ago	through	the	acquisition	of	Country	Road.	They	cemented	
their	Australian	presence	in	2012	with	the	acquisition	of	The	
Witchery	Group,	which	includes	the	Mimco	retail	brand.	As	
one	of	 the	most	 inspiring	of	Australia’s	 big	 fashion	brands,	
Witchery	is	a	global	style	authority	loved	by	Australians	and	
New	Zealanders	since	the	1970s.	Some	of	the	success	of	these	
acquisitions	lies	in	Woolworths’	ability	to	introduce	different	
brands	 in	 different	 countries.	 Regular	 Woolies	 shoppers	
will	 be	 familiar	 with	 Country	 Road	 and	 Trenery	 clothing.	
Clothing	 and	 global	 fashion	 from	 the	Witchery	 brands	 will	
soon	be	available	in	South	Africa.	Likewise,	Woolies	has	also	
introduced	South	African	fashion	items	Down	Under.	Whilst	
imported	 fashion	 is	 more	 expensive,	 Woolworths	 has	 still	
been	careful	not	to	alienate	its	core	customer	who	relies	on	
Woolies	for	everyday	affordable	clothing.	In	so	doing,	Woolies	
has	successfully	expanded	its	local	customer	base	–	crucial	to	
driving	market	share	gains	and	subsequently,	profits.	

But,	 the	 real	 driver	 of	 the	 recent	 success	 of	 the	 company	
has	 been	 its	 expanded	 food	 offering.	 Fifteen	 years	 ago,	
Woolworths	 Food	was	 a	 niche	 supermarket	 (almost	 a	 deli)	
offering	good	fresh	and	prepared	foods.	Those	products	have	
certainly	 not	 disappeared,	 but	 Woolies	 has	 broadened	 its	
offering,	whilst	retaining	the	high	quality	and	freshness	that	
customers	 want	 and	 appreciate.	 Some	 of	 its	 larger	 stores	
now	rival	traditional	supermarkets	on	range,	thanks	to	their	
deliberate	initiative	to	increase	the	basket	size	of	customers	
by	 offering	 well-known	 household	 brands	 at	 competitive	
prices.	As	a	father	of	twins,	I	tend	to	shop	around	for	nappies	
and	was	amazed	to	find	the	lowest	price	at	Woolies,	having	
checked	 at	 Clicks,	 Spar,	 Shoprite	 and	 Pick	 ‘n	 Pay.	 This	 is	 a	
shrewd	move	and	will	add	to	the	growing	customer	base	who	
will	start	to	do	part	of	their	weekly	shopping	at	Woolies	and	
then	invariably	add	that	extra	‘treat’	to	their	basket.

Yet	Woolies	has	also	been	quick	to	capitalise	on	the	modern-
day	desire	 for	 convenience	–	and	 to	which	 its	 foods	are	 so	
suited.	The	company	opened	 its	50th	Foodstop	at	Engen	 in	
Sea	Point,	Cape	Town,	 in	Nov	2013,	 in	 line	with	 its	strategy	
to	 bring	 Woolworths	 quality	 and	 convenience	 to	 more	
customers.		

The	company’s	success	is	reflected	in	its	revenue	and	profit	
growth	 over	 the	 past	 few	 years.	 Whilst	 all	 retailers	 have	
done	well	thanks	to	expanding	credit,	there	is	no	doubt	that	
Woolies	has	been	one	of	the	leaders.	In	addition,	the	share	
has	held	up	exceptionally	well	recently,	despite	the	broader	
turmoil	and	weakness	across	the	retail	sector.	Whilst	credit	
retailers	(such	as	Foschini	and	Truworths)	are	suffering	from	
weak	 consumer	 demand	 and	 high	 levels	 of	 indebtedness,	
Woolies	 continues	 to	 deliver	 strong	 growth,	 thanks	 to	 its	
broad	 appeal	 and	 the	 resilience	 of	 upper-end	 consumers.	
Clothing	still	contributes	the	bulk	of	the	Group’s	profits,	but	
the	 contribution	 from	 food	 and	 its	 offshore	 operations	 is	
growing	steadily.	

There	is	no	doubt	that	Woolworths	is	a	quality	company	with	
superb	management	and	a	swelling	base	of	loyal	customers.	
But	 there	 is	 a	 price	 for	 everything.	 The	 share	 price	 has	
quadrupled	 since	 the	 start	 of	 2010,	 so	 much	 of	 the	 good	
news	might	already	be	reflected	in	the	price.	Indeed,	Woolies	
trades	on	a	p/e	 ratio	of	20x	and	a	dividend	yield	of	3.3%	 -	
which	is	expensive	at	first	glance.

That	said,	Woolies	is	a	great	company	and	we	think	that	their	
ability	 to	grow	 is	very	sound.	To	quote	their	CEO,	 Ian	Moir,	
“As	competition	 in	 the	 retail	 sector	 intensifies,	we	 face	 the	
challenge	with	the	belief	that	the	group’s	market	positions	in	
both	South	Africa	and	Australasia	are	both	well	entrenched	
and	growing	in	strength	and	that	we	retain	advantages	of	local	
market	and	customer	knowledge	 in	addition	 to	 the	group’s	
differentiated	 core	 strengths	 of	 quality	 and	 innovation.”	
Weakness	 across	 the	 retail	 sector	 might	 well	 provide	 an	
opportunity	to	invest	in	this	company	at	far	more	attractive	
valuations,	an	opportunity	that	we	would	gladly	welcome.	

Woolworths: a South African success story
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Any	 client	 who	 listens	 to	 the	 financial	
news	bulletins	on	the	radio	or	watches	
the	financial	channels	on	TV,	will	know	
of	 David	 Shapiro.	 	 He	 is	 high	 profile	 -	
but	can	anyone	name	the	company	for	
which	he	works?		Sasfin	is	not	nearly	as	
well-known	as	its	public	spokesperson.

Sasfin	 is	 a	 bank,	 and	 it	 is	 a	 very	 well	
managed	 bank.	 	 The	 divisions	 of	 the	
bank	 and	 their	 future	 prospects	 are	
described	by	the	directors	as	follows:

1.	 Business	 Banking	 division	 –	 There	 is	 strong	 and	
sustainable	 demand	 for	 these	 products,	 which	 this	
division	 is	 well	 positioned	 to	 meet	 in	 terms	 of	 its	
strong	management,	human	resources,	IT	and	funding.	
Interestingly,	 the	 bank	 intends	 to	 launch	 transaction	
services	later	this	year,	which	will	allow	it	to	compete	
far	more	effectively	with	the	other	niche	banks	in	the	
country.	

2.	 Capital	division	–	issues	that	have	plagued	the	private	
equity	unit	over	the	past	few	years	have	finally	been	
resolved,	with	write-downs	or	disposals	of	the	last	of	
the	underperforming	legacy	investments.		Profitability	
of	this	unit	is	expected	to	continue	to	improve.

3.	 Treasury	 division	 –	 This	 unit	 is	 expected	 to	 make	 a	
positive	contribution	to	profits	in	the	current	financial	
year,	as	its	turnover	continues	to	grow,	assisted	by	its	
recently	established	Stellenbosch	branch.

4.	 Wealth	 Management	 division	 –	 Achieved	 growth	 in	
funds	under	advisement	and	management	of	31%	to	
R72	billion.		The	division	is	established	in	all	the	major	
centres	of	South	Africa	and	is	growing	strongly.

5.	 Commercial	Solutions	division	–	This	division	has	made	
several	acquisitions	and	is	now	making	a	far	stronger	
contribution	to	Group	profits.

In	 summary,	 the	 group	 has	 a	 well-balanced	 yet	 focused	
product	offering,	 not	dissimilar	 to	 that	of	 Investec	when	 it	

was	 a	 smaller	 company.	 Last	 year,	 it	 produced	 a	 strong	 all	
round	 financial	 performance	 in	 terms	 of	 earnings,	 capital	
adequacy	and	liquidity.		The	prospects	for	each	division	are	
positive	which	augurs	well	for	the	Group.

Financial	results	for	the	past	four	years	have	been	as	follows:
The	shareholding	structure	is	also	of	interest.		The	company	

has	 32.3	 million	 shares	 in	 issue,	 and	 the	 directors	 (and	
associates)	own	14.3	million	shares,	or	44.2%	of	 the	 issued	
shares.		There	are	only	18	million	shares	available	for	all	other	
shareholders.	 	So	the	shares	are	really	tightly	held,	and	the	
financial	 interests	 of	 the	 directors	 are	 very	 closely	 aligned	
with	those	of	the	shareholders.	 	So	the	company	is	unlikely	
to	have	a	 substantial	number	of	 foreign	shareholders,	who	
might	suddenly	dump	shares	on	the	market.		That	fact	alone	
cushions	the	downside	potential.

The	 directors	 comment	 that	 continued	 robust	 demand	 for	
its	comprehensive	product	range	with	“high	touch”	personal	
service,	is	being	experienced.		Sasfin	is	on	track	to	continue	
its	growth	in	earnings	over	the	next	few	years.		The	company	
has	a	modest	P/E	ratio,	a	healthy	dividend	yield	of	3.8%	on	
the	current	price	of	4400c,	and	good	growth	prospects	 for	
the	next	three	(or	more)	years.		Would	the	directors	own	44%	
of	the	shares	if	they	were	pessimistic	about	the	prospects	for	
the	company?		The	conclusion	must	be	that	this	is	a	little	gem	
that	is	“overlooked”	by	the	market,	because	there	are	so	few	
shares	available	for	institutional	investors.		It	is	ideal	for	the	
portfolio	of	a	private	investor.

sasfin: an undiscovErEd financial GEm?

Year ended 30 June: 2013 2012 2011 2010
Share	price 3340c 3101c 3450c 3710c
Annual	profit	(Rm) 153 133 114 139
Headline	earnings	
per	share

421c 344c 304c 396c

Dividend	per	share 168c 137c 118c 133c
PE	ratio 7.93x 9.01x 11.30x 9.37x
Dividend	yield 5.0% 4.4% 3.4% 3.6%

Nigel Porter
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disclaimer:
The	 information	 contained	 in	 this	 newsletter	 comes	 from	 sources	 believed	 to	 be	 reliable,	 but	 Harvard	 House	 Investment	 Management	 (Pty)	 Ltd	 ,	
Harvard	House	Financial	Services	Trust,	and	Harvard	House,	Chartered	Accountants	(collectively	known	as	the	Harvard	House	Group),	do	not	warrant	
its	completeness	or	accuracy.	 	Opinions,	estimates	and	assumptions	constitute	our	judgment	as	of	the	date	hereof	and	are	subject	to	change	without	
notice.	 	 Past	performance	 is	not	 indicative	of	 future	 results.	 	 This	material	 is	not	 intended	as	an	offer	or	 solicitation	 for	 the	purchase	or	 sale	of	 any	
financial	instrument.	Any	investor	who	wishes	to	invest	with	the	Company	should	seek	additional	advice	from	an	authorized	representative	of	the	firm.	
The	Company	accepts	no	liability	whatsoever	for	any	loss	or	damages	whatsoever	and	howsoever	incurred,	or	suffered,	resulting,	or	arising,	from	the	use	
of	this	newsletter.	The	contents	of	this	newsletter	does	not	constitute	advice	as	contemplated	in	the	Financial	Advisory	and	Intermediary	Services	Act	
(FAIS)	of	2002.
	
The	Harvard	House	unit	trusts	are	registered	under	the	Metropolitan	Collective	Investments	Schemes	license.		Custodian:	Standard	Executors	&	Trustees:		
Tel	(021)	401-2286.		Collective	Investments	are	generally	medium	to	long	term	investments.	The	value	of	participating	interests	may	go	down	as	well	as	up	
and	past	performance	is	not	necessarily	a	guide	to	the	future.	Collective	Investments	are	traded	at	ruling	prices	and	can	engage	in	script	lending.		Forward	
pricing	is	used.	Commission	and	incentives	may	be	paid	and	if	so,	are	included	in	the	overall	cost.		This	fund	may	be	closed	to	new	investors.		Collective	
Investment		prices	are	calculated	on	a	Net	Asset	Value	basis	and	auditor’s	fees,	bank	charges,	trustee	and	RSC	levies	are	levied	against	the	portfolio.	The	
portfolio	manager	may	borrow	up	to	10%	of	portfolio	NAV	to	bridge	insufficient	liquidity.			Metropolitan	Collective	Investments	is	a	member	of	the	ACI	and	
is	an	authorised	Financial	Services	Provider.		Should	you	have	any	further	queries	or	complaints	regarding	the	suite	of	units	trusts	offered	by	The	Harvard	
House	Group	please	contact:		Metropolitan	Collective	Investments	Ltd	Call	Centre,	Tel:		0860	100	279,	Fax:		(021)	940	5885,	PO	Box	925	Bellville,	7535	Email:		
metunit@metropolitan.co.za.		If	your	complaint	has	not	been	resolved	to	your	satisfaction,	kindly	contact	our	Complaints	Resolution	Committee,	Tel:		(021)	
940	5880,	Fax:		(021)	940	6205,	Email:		emoruck@metropolitan.co.za.		For	your	information,	the	FAIS	ombudsman	provides	an	independent	and	objective	
advisory	service.		Should	you	not	be	satisfied	with	the	outcome	of	a	complaint	handled	by	Metropolitan,	please	write	to,	The	Ombudsman,	PO	Box	74571,	
Lynnwoodridge,	0040.		Telephone	(012)	470	9080/99.		Fax	(012)	348	3447.		Email:		info@faisombud.co.za
	
Harvard	House	Investment	Management	(Pty)	Ltd*,	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	 	

Our	December	presentation	 focused	predominantly	on	 the	outlook	 for	 local	markets,	but	 the	performance	of	 foreign	
markets	and	shares	is	equally	important.	Our	March	presentation	will	delve	further	into	foreign	markets,	and	highlight	
what	we	believe	are	some	interesting	opportuntiies.	

Please	 RSVP	 to	 Annalie	 Robins	 on	 033	 3302164	 or	
annalier@hhgroup.co.za.	Space	is	limited,	especially	
in	 Natal,	 so	 please	 book	 to	 avoid	 disappointment.	
Equally,	 if	 you	 have	 booked	 and	 are	 subsequently	
unable	to	attend,	please	let	Annalie	know	so	that	we	
can	offer	that	seat	to	someone	else.	We	are	hoping	
to	 have	 another	 Midlands	 venue	 to	 cater	 for	 the	
increased	attendance.	We	will	revert	soonest.	There	
will	be	no	Johannesburg	presentation	in	March.

INSIGht SeMINarS: KZN MIdlaNdS & JohaNNeSburG 

CoNtaCt Details

I N S I G H T
Market updates from the Harvard House Group

Natal Midlands Johannesburg
Topic: Foreign	markets	&	foreign	shares

Date: 25th	of	March n/a 
Venue: Fernhill	Hotel

Midmar	/	Tweedie	Road
(almost	opp	entrance	to	

Midmar)

n/a

Time: 5.30pm	for	6pm n/a


