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6 In this edition:

• PP Cement: time for another look
• Coronation Fund Managers: on a roll
• The Web: 25 years old and stronger than ever

(n: immediate insight; receive knowledge by direct perception)
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Time flies when you’re having fun! 
Clients may be interested to know 
that May marked the 10th birthday 
of Intuition. The first edition was 
published in May 2004, and the lead 
article was about PPC. Back then, our 
economy was taking off and there was 
plenty of speculation about South Africa 
potentially hosting the FIFA World Cup. 
Our conclusion in that article was that 
regardless of the outcome to host the 
World Cup, PP Cement offered solid 

growth and enticing dividends.

Those conclusions proved to be right on the money. For the 
following four years, PPC went from strength to strength, but 
its allure has faded terribly in the post World Cup hangover. 
We divested from the company for the majority of clients. 
As the chart below shows, the share price today is broadly 
unchanged from its level in 2008. However, it has been on 
our radar screen for the past six months, scoring well on a 
number of key criteria that are important to us. We believe it 
is time for a fresh perspective.

There is no doubt that cement sales have been under 
pressure in this country – the lack of service delivery from 

our government is well documented. What is so frustrating 
is that there is so much potential, yet to date bureaucracy 
has prevented that potential from being realized. We do 
see signs of incremental change – more roads projects for 
example – but there is so much more that could be achieved. 
Nonetheless, after a period of decline, cement volumes for 
the country are creeping up again as the chart below shows. 
More recently, volumes have been adversely affected by 
weakness across the platinum industry and unusually heavy 
rainfall, which delays building projects. In their recent results, 
PPC actually reported a 2% fall in their local cement sales, 
impacted by the issues just mentioned. But they also note 
growth in some coastal areas, where they have traditionally 
had a higher market share.

As with so many of our current investment opportunities, 
much of the potential for PPC lies in its recent expansion into 
the rest of Africa. When it was a subsidiary of Barloworld, 
PPC was very internally focused. They did not pay much 
attention to expansion, preferring rather to return cash to 
shareholders in the form of high dividends. However, since 
their unbundling and given the lacklustre market locally, the 
current management team has made it a priority to expand 
the business into new territories where growth is more 
exciting. To this end, they have 5 projects underway:

PP CEmEnt: timE for anotHEr look

Michael Porter
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The price is off its recent lows, but the share has been a 
disappointing investment in the aftermath of the Financial 

Crisis and World Cup.
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Volumes declined after the World Cup, but are finally 
starting to recover, albeit at a tepid pace.
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1. A 1 million ton per annum (mtpa) cement plant is 
presently under construction in the Western DRC, in which 
they have a 69% shareholding. This plant is expected to 
start production in 2016. However, in the interim, PPC is 
importing South African cement into the DRC to establish 
the brand and a distribution network. 

2. A 600,000 tpa plant is currently under construction in 
Rwanda, and first production and sales are expected in 
the first quarter of next year. PPC has been very busy 
establishing local teams and training locals as part of the 
ongoing maintenance and distribution of product.

3. PPC has been active in Zimbabwe for many years, but their 
current plants are old and inefficient. They are building 
a new cement mill in Harare, which will be operational 
by 2016, and plans are underway for a further plant 
on the Zimbabwe / Mozambique border and in Tete, 
Mozambique. Clients will remember that the Tete region 
in Mozambique is experiencing explosive growth thanks 
to a raft of new mining projects.

4. PPC has increased its stake to 31% in Habesha Cement, 
an operation in Ethiopia. Construction of a 1.4 mtpa plant 
has recently begun and is also expected to be operation 
by 2016. 

5. Finally, PPC has acquired a 49% stake in Hodna Cement 
Company, based in Algeria. Algeria’s cement market is 
currently 22 mtpa, with current local capacity of only 
18 mtpa. So there is a significant shortfall that will be 
partially filled by a new plant of 2 mtpa being built by 
Hodna – construction is expected to start within the next 
6 – 9 months. Thanks to cheap gas and electricity and 
well-located raw materials, this promises to be a very low 
cost facility for the group. 

From the above list, it is clear that many of the Group’s 
expansion plans will only come to fruition in 2016 – but 
that is really only twenty four months away, and we can all 
appreciate just how quickly the months tick by. Successful 
delivery of their Rwandan facility early next year will go a 
long way to reassuring the market that the company has the 
operational expertise to handle such a diverse portfolio of 
investments. 

In the interim, it will not be all plain sailing. Demand in South 
Africa is weak – despite the modest improvement – and is 
being further impacted by a flood of cheap imports, from 
Pakistan of all places! PPC estimates that 1.1 million tons 
were imported into South Africa during 2013 – and those 
volumes are not captured in the chart shown previously. So 
the market is bigger than it seems, but imports make up 8% 

of total demand, which is enormous given that the cost of 
transport is one of the biggest costs associated with cement. 
PPC has a huge focus on keeping costs down, but these are 
trying times for the company given that 27% of all costs are 
energy related (diesel, coal and electricity), and those costs 
are rising much faster than overall inflation. 

The other short term negative is the dividend. At present, PPC 
yields 5% - attractive relative to the market at 2.7%. However, 
the list of projects above carries a hefty price tag and the 
company has announced that they may reduce the dividend 
cover (and consequently retain more of their profits) to help 
fund their expansion plans. Whilst this is disappointing in 
the short term, it implies much stronger profit and dividend 
growth in the longer term, provided shareholders are 
prepared to be patient for two years. 

Management has a target that 40% of their revenues will 
come from outside of South Africa by 2017 – and they 
appear well on track to achieve that. Interestingly, I recently 
attended an investment conference in Asia, and one topic 
that came up for discussion was global population. All the 
panelists agreed that Africa would be the only continent with 
positive population dynamics over the next fifty years – ie, a 
growing population rather than a shrinking, ageing one. So 
laying a foundation to capture the potential that Africa has to 
offer remains a key focus for us in all the investments that we 
consider for clients. In our opinion, PPC fits the bill for those 
with a little patience. A resumption of local growth would 
just be the cherry on the top on an otherwise exciting African 
expansion opportunity. 

PPC’s new facility under construction in Rwanda.
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Coronation fund manaGErs: on a roll

Another strong set of interim results 
was released by one of the best 
known asset managers in South Africa. 
Coronation has long been a darling 
of the financial sector, having already 
delivered 21% in pure capital gains in 
2014, despite having pulled back from 
the record highs reached in early May 
of almost 10700c to the current 9750c. 
This can be compared to a return of 8% 
and 10% for the All Share index and the 
Financial index respectively, and has 

been achieved despite the demanding base created last year.  

Looking back over the past two years, Coronation has delivered 
a total return of 101% per annum, which is phenomenal to 
say the least. However, as the company continues to attract 
assets, its overall size makes it increasingly more difficult to 
outperform, given the small universe of listed shares in the 
country, and the ever larger holding that Coronation requires 
to make a meaningful impact on its total assets and thus 
returns.

Reviewing these latest results shows that the company is 
diversifying the mix of its assets under management (AUM), 
which is shifting rapidly towards more foreign equity, with 
18.4% or R101bn at H1 2014 vs. 11.9% or R27bn in H1 2011. 

This has been achieved through a combination of asset 
allocation (actively selling local investments and taking the 
funds offshore) and the increasing success of the Group’s 
global emerging markets strategy and Africa offerings. Both of 
these new products are testament to their foresight to build 
a foundation in new products well ahead of market demand. 
They are trying (successfully so far) to replicate their local 
performance by using the same fundamental techniques 
that have taken them to their current position in the SA asset 
management industry.

It is a share that we have included in all three of our 
mandated portfolios (growth, balanced and income) for the 
simple reason that their track record on fund performance 
has almost guaranteed strong net inflows whilst their 100% 
dividend payout ratio has suited our investment philosophy 
to a tee. 

From the table below one can see that the net inflow figure, 
although very strong, has declined rather sharply from the 
same period in 2013, and in fact it was the lowest half yearly 
net inflow since the first half of 2011. An important aspect 
to this slow-down is what the market was anticipating, and 
in the case of Coronation, they had given a trading update 
prior to the results, guiding the market for earnings that were 
going to be 60-80% higher than the corresponding period. 
Consequently, their actual results were right in the middle of 
this range (+69%). 

So despite the quantum of new inflows being substantially 
lower than the previous period, the actual earnings still 
showed meaningful growth. Yet the market was still caught 
slightly unaware and perhaps this is why the stock reacted so 
negatively by falling almost 7% on the day the results were 
released. It does give some indication of the high expectations 
of this company.

Roy Lamb
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Assets have grown steadily thanks to consistent 
and excellent performance.

6 months ended in march: h1 2014 h1 2013 % change
Net income after tax (Rm) 982 571 +69%
Net inflows (Rbn) 14.7 22.0 -33%
Dividend per share 275c 163.2c +68.7%
Total fee income (Rm) 2308 1475 +56.5%
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Some other notable points from the results include:

• Retail AUM (assets for individuals rather than pension 
funds and the like) increased to R187bn (48% higher than 
this time last year) with net inflows of R19 billion. 

• Total AUM rose to R547bn (+45%).
• Coronation remains the second largest retail asset 

manager in SA.
• International AUM increased by 24% over the last twelve 

months, driven by strong flows and solid investment 
performance.

• Importantly, international investments carry a slightly 
higher margin relative to local investments, so the more 
that they grow, the better the profitability of the firm as 
a whole.

• Fixed costs were up 20% over the year to R199m, driven 
by increased staff numbers and investment in improved 
IT systems.

• IT costs have increased by approximately 44% to 
R23m as a result of an investment in a new front office 
system intended to improve the platform to that of an 
international standard.

• 
Despite all these impressive numbers and the equally 
impressive track record that the company is building, the 
outlook statement was fairly muted as the CEO Anton Pillay 
commented:

“While equity markets have continued to be strong, the 
absolute levels of return are not sustainable and we caution 
investors to re-set their expectations for the years ahead. 
Coronation is a cyclical business and we envisage a difficult 
investment environment with increased market volatility. 
Going forward our focus remains fixed on creating long-term 
value for all our stakeholders.”

This highlights the risks within financial markets as a whole 
and that one can’t become complacent with shares that have 
outperformed for such a length of time. Their comments are 
also consistent with our concerns that the market as a whole 
is fully valued at present. In determining what the future 
might hold for Coronation, the current level of the market 
and the volatility must be taken into account together with 
net inflows, relative performance, the risk of losing key 
members of staff, and regulatory changes that may have an 
impact on profits.

There is no doubt that Coronation offers great exposure to the 
growing non-life savings market in SA but one cannot ignore 

the rerating that the stock has enjoyed recently. The current 
PE ratio sits at 17.4x whilst the dividend yield is roughly 5% 
(about 2.3% higher than the market average). So although 
the company is still attractive from a yield point of view it is 
significantly lower than the 7% level at which it has traded in 
the recent past.

There are no listed peers against which to compare 
Coronation but an analysis by both Avior and JP Morgan 
has shown that versus some of its foreign contemporaries 
such as Templeton, T-Rowe Price, Aberdeen, Schroders and 
BlackRock, Coronation is trading at the upper end of the 
sample using various valuation techniques. Two years ago 
Coronation was trading at the cheaper end against these 
companies.

An adage that one hears regularly in the investment industry 
is that “Price is what you pay, value is what you get”, which 
effectively says that despite the quality of a company, one still 
has to be careful not to overpay for it. 

For clients who have held Coronation for a number of years, 
the weighting within the overall portfolio has risen to such an 
extent that has become uncomfortably high, purely due to 
its outstanding performance. For this reason alone you might 
see some selling taking place as we take some profits and 
look for other opportunities.
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The share price has been stellar - the trend is your friend 
- but it has been driven by equally impressive growth in 

dividends.
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It is hard to believe but the “Web” 
(or internet, as it is more commonly 
known) was born 25 years ago – the 
exact date being 12 March 1989. From 
a single machine in Switzerland to a 
global network of computers, laptops, 
smartphones and tablets – the web has 
spread far and wide to surpass even the 
most optimistic expectations. 

In March 1989 Tim Berners-Lee, a 
scientist working at CERN, submitted a 

proposal to develop a radical new way of linking and sharing 
information over the internet. The document was entitled 
Information Management: A Proposal. Schematically it looked 
like the diagram below - and so the internet as we know it - 
was born. In an interview to mark the 25th anniversary Tim 
had the following to say about the web: “… the web is not 
the internet… The internet is the network of computers, the 
infrastructure of connections and servers that shuttle data 
around the globe. The web is just one of the applications that 
use the connections to deliver data in the form of a webpage.”

When thinking about a name for the “thing” that he 
developed, he almost called it TIM, in honour of himself 
or “The Information Mine”. The web was also linked to 
another of the great IT innovations of the late 1980s – a small 
computer company called Apple. When Apple’s founder, 
Steve Jobs, was fired from his company he started a rival firm 
called NeXT. The first NeXT computer was produced in 1988 
and it was on such a computer that Berners-Lee first set up 
the World Wide Web.

Within investing circles, you often hear people saying that they 
want to own an “internet share”, or at the other extreme, that 
they don’t want anything to do with it. Unfortunately, there 
is not a specific internet share. Rather, there are numerous 
companies who use the application or write software that is 
supported by or which in turn supports the web. This sounds 
confusing, so is best illustrated by an example. If you buy a 
piece of clothing from Mr Price over the internet, you have 
supported a number of different business:  Mr Price itself, their 
IT service provider who wrote the software for you to interact 
through their website, and the secure payment provider.  Yet 
in the background, there are still more companies involved – 
those providing the telecommunications infrastructure and 
data storage. The list is endless. Even more so, if you own 
Naspers, you don’t own the internet, but you own a company 
who mandated itself to understand the web, the people who 
use it, and the potential arising therefrom.  

Over the decades since the invention of the internet, “dot.
com” fortunes have been made and lost many times over, 
and there is much speculation that the current meteoric rise 
of social media sites is another bubble in the making. There 
are now more than 600 million websites worldwide, and the 
web has permanently changed the manner in which people 
interact and share – changes that were inconceivable to prior 
generations. Today about 2.5 billion people use the web on 
a regular basis. It’s hard to imagine what life would be like 
without it. You don’t even need a computer anymore.  A 
simple smartphone is the only tool required. Yet despite its 
breadth and reach, it is amazing to learn that 2 out of every 5 
people still do not have access to the web.

How has this invention changed your life? A few examples 
(and believe me there are plenty more!) are included in the 
table on the next page:

tHE wEb: 25 yEars old and stronGEr tHan EvEr

Willie Pelser

The Internet: as envisaged by Tim Berners-Lee
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how does it all link together?
The information age is powered by thin fiber-optic cables 
buried in the sea bed, spreading between continents to 
connect the most remote corners of the planet. These great 
arteries account for over 99% of all our international web 
traffic. There is a common belief that satellite is the future, 
but TeleGeography, a company mapping the cabling system, 
explains that satellites are used for broadcasting, and are 
useful for rural communities and very remote places. Satellite 
capacity is limited and so it’s very expensive. Cables can 
carry a massive amount of data by comparison and the main 
advantage of cable is that they are significantly cheaper.

What does the future hold for us in this new, technology-
dependent world? To mark the 25th anniversary the Wall 

Street Journal published a series of articles from the Pew 
Research Center (Digital Life in 2025) in which they asked a 
group of thinkers in science and technology about what the 
Web might look like in the year 2025.

I have copied 4 interesting comments/findings from this 
research:

• Invisible information: David Clark, senior research scientist at 
MIT: “Devices will more and more have their own patterns of 
communication, their own ‘social networks,’ which they use 
to share and aggregate information, and undertake automatic 
control and activation. More and more, humans will be in a 
world in which decisions are being made by an active set of 
cooperating devices. The Internet (and computer-mediated 
communication in general) will become more pervasive but 
less explicit and visible. It will, to some extent, blend into the 
background of all we do.”

• The potential of Wearable: Aron Roberts, software developer 
at the University of California: “We may well see wearable 
devices and/or home and workplace sensors that can help us 
make ongoing lifestyle changes and provide early detection 
for disease risks, not just disease. We may literally be able 
to adjust both medications and lifestyle changes on a day-
by-day basis or even an hour-by-hour basis, thus enormously 
magnifying the effectiveness of an ever more understaffed 
medical delivery system.”

• Education for all: Hal Varian, chief economist for Google: “The 
biggest impact on the world will be universal access to all 
human knowledge. The smartest person in the world currently 
could well be stuck behind a plough in India or China. Enabling 
that person — and the millions like him or her — will have a 
profound impact on the development of the human race. Cheap 
mobile devices will be available worldwide, and educational 
tools like the Khan Academy will be available to everyone. This 
will have a huge impact on literacy and numeracy and will lead 
to a more informed and more educated world population.”

• the “Ubernet”: David Hughes, who has four decades of 
experience in digital communications: “All 7-plus billion 
humans on this planet will sooner or later be ‘connected’ to 
each other and fixed destinations, via the Uber(not Inter)net. 
That can lead to the diminished power over people’s lives 
within nation-states. When every person on this planet can 
reach, and communicate two-way, with every other person on 
this planet, the power of nation-states to control every human 
inside its geographic boundaries may start to diminish.”

The web has certainly “changed” all of us and will continue to 
impact how we do things, interact, spend time and so forth. 
What is even more interesting is how the next 10 years of 
web development will impact the companies in which we 
invest and indeed what lies in store from future new listings. 
These are interesting times indeed.  

Going on Holiday Not only do you not need to physically go to 
a travel agent, but you can explore your des-
tination before you actually arrive and select 
the best accommodation. You can also read 
hundreds of reviews to help you make the 
right decision.

Making friends Facebook springs instantly to mind. Talking 
to your friends and sharing photos is as easy 
as if they had visited you personally. An esti-
mated 1.3 billion people use this application, 
and Facebook has been listed in the US since 
Jun 2012.

Shop till you  
log-off

The biggest retail shop in the world is “on-
line shopping”. The global online retail sec-
tor had total revenues of $631.7bn in 2012 
and is expected to grow to $1,248 bn by the 
end of 2017. The likes of Amazon fit into this 
category and locally, sites such as Kalahari 
and Takealot. 

Banking on it The first online banking services began in the 
US in 1995. Now it is a common feature from 
all banks. Thanks to internet banking, it has 
become increasingly rare to visit a branch. 

Expressing 
yourself

Within a few minutes anyone can set up 
their own free blog (weblog) to publish their 
opinions. Twitter, an online social network-
ing and blogging service, was launched in 
2006 and now has 646 million users with 
about 58 million “tweets” sent every day. 
That is an astonishing 9,100 messages per 
second.

Keeping in touch Believe it or not, but prior to the web we 
kept in contact via the post, fax or telegram. 
Now its Twitter, Facebook, Whatsapp and 
email.
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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 

natal midlands - morning natal midlands - evening Johannesburg - evening
Topic: Markets: Bulls, bears and baguettes Markets: Bulls, bears and baguettes

Date: 29th of July 29th of July 24th of July
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

Disclaimer:
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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 
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For your information, the FAIS ombudsman provides an independent and objective advisory service.  Should you not be satisfied with the outcome of a complaint 
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COntaCt DetailS
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   
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