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A	 lot	 can	 be	 said	 about	 the	 recent	
Medium	 Term	 Budget,	 a	 lot	 could	
have	been	said	in	the	Budget	and	a	lot	
will	 be	 said	 in	 the	 weeks	 or	 months	
to	 come	 about	 the	 Budget.	 In	 short,	
Treasury	 announced	 a	 fiscal	 package	
that	 was	 designed	 to	 halt	 any	 further	
deterioration	 in	 the	 country’s	 fiscal	
metrics.

A	 few	months	 ago	 we	 articulated	 our	
concerns	that	the	International	Credit	Rating	agencies	were	
on	the	verge	of	downgrading	South	Africa	sovereign	debt	to	
so-called	“junk	status”.	At	a	minimum,	we	believe	the	intent	
contained	within	 the	Medium	Term	Budget	 framework	has	
probably	postponed	such	moves.	However,	clearer	timelines,	
more	 specifics	 about	 exactly	 how	 to	 increase	 lagging	
revenues	and	strict	and	“punishable”	expenditure	cuts	were	
lacking	from	the	22	October	speech.	The	market	needs	more	
details	and	it	is	unlikely	to	be	patient	for	too	long.	

The	consolidated	budget	balance	is	projected	to	post	a	deficit	
of	4.1%	of	GDP	in	the	14/15	fiscal	year,	followed	by	deficits	
of	 3.6%	and	2.6%	 in	 the	 two	ensuing	 years.	 This	 compares	
to	February’s	forecasts	of	3.6%	and	2.8%.	Gross	loan	debt	to	
GDP	is	presently	at	48.2%	compared	to	a	budgeted	ratio	of	
46.9%	and	is	expected	to	rise	to	49.8%	by	FY	17/18.	Although	
this	ratio	is	low	relative	to	developed	nations,	it	is	much	higher	
than	the	Emerging	Market	median	of	38%	and	35.5%	for	sub-
Saharan	Africa.	The	ratings	agencies	will	remain	focussed	on	
gross	debt	 fast	approaching	50%	of	GDP,	but	 they	will	 also	
acknowledge	that	steps	are	finally	being	taken	to	counteract	
disappointing	revenues.

Unfortunately,	 or	 fortunately	 -	 depending	 in	which	 side	 of	
the	potential	tax	changes	one	finds	oneself	–	there	were	no	
specific	tax	changes	announced	in	this	Budget.	Details	will	be	
announced	in	the	2015	Budget	in	February.	National	Treasury	
hopes	to	generate	additional	revenue	of	at	least	R27	billion	
over	the	next	two	years.	One	can	assume	that	lots	of	ideas	
and	options	will	be	discussed	leading	into	February	next	year.	
As	an	example,	an	increase	in	VAT	from	the	present	level	of	
14%	to	16%	would	on	its	own	raise	an	extra	R50	billion,	but	
it	always	raises	questions	about	the	impact	on	lower	income	
earners.	 Other	 possibilities	 include	 an	 increase	 in	 Capital	

Gains	Tax	and	a	new	higher	top	marginal	rate	for	individuals.	

As	 expected,	 Eskom	 did	 receive	 a	 mention,	 but	 again	 the	
announcement	 lacked	detail	 so	speculation	will	 remain	 rife	
until	 further	clarity	 is	obtained.	Minister	Nene	did	 say	 that	
government	will	 raise	R20	billion	to	 fund	Eskom.	There	has	
been	widespread	press	coverage	about	the	possibility	that	the	
Medium	Term	Budget	Policy	Statement	would	contain	details	
of	government’s	plans	for	these	assets.	Those	expecting	an	
explicit	announcement	in	this	regard	will	be	disappointed,	as	
the	announcement	said	merely	that	the	funding	requirement	
for	Eskom	and	other	state	entities	could	be	met	through	the	
“sale	 of	 non-strategic	 state	 assets”,	 without	 saying	 which	
assets	those	might	be.	Reading	between	the	lines	it	is	not	just	
Eskom	that	needs	a	friendly	hand.	Sanral	and	SAA	might	also	
require	a	cash	injection	although	the	Treasury	seems	adamant	
that	SAA	must	stand	on	its	own.	It	does	appear	that	Treasury	
is	finally	coming	around	more	to	the	idea	of	“privatisations”	
but	 the	 poor	 financial	 state	 of	many	 public	 sector	 entities	
at	present	will	limit	their	appeal	to	private	sector	investors.	
The	most	likely	solution	is	that	Government’s	stakes	in	both	
Telkom	(worth	R11	billion)	and	Vodacom	(worth	R26	billion)	
could	be	up	for	sale.	After	all,	those	are	the	only	two	assets	
held	directly	by	central	government.	All	other	assets	are	held	
through	entities	such	as	the	IDC.	

Cutting	expenditure	sounds	good,	but	it	must	hurt	somewhere	
along	the	 line.	The	civil	 servant	wage	bill	 is	 forecast	 to	rise	
from	R440	billion	to	R470	billion	next	year	-	this	represents	
an	 increase	 of	 6.8%	 and	 accounts	 for	 43%	 of	 non-interest	
expenditure.	 The	 government	 intends	 to	 limit	 growth	 in	
the	public	sector	wage	bill	by	linking	wages	to	inflation	and	
freezing	headcount	for	two	years.	The	forecast	increase	for	
public	 sector	 compensation	 is	 just	 6.6%	 compared	 to	 the	
average	increase	of	11%	p.a	over	the	past	15	years.	While	the	
reduction	 in	public	 spending	has	a	negative	 implication	 for	
consumer	spending	at	a	national	level,	the	impact	will	also	be	
felt	in	the	property	sector	and	more	so	in	the	CBD	residential	
markets	 due	 to	 the	 close	 relationship	 between	wages	 and	
rental	growth.

This	 medium-term	 budget	 statement	 provided	 some	
encouraging	signs	that	the	government	is	finally	acknowledging	
the	need	to	implement	fiscal	consolidation	measures	in	order	
to	prevent	the	public	finances	from	deteriorating	further.	But	

UNPACKING THE MEDIUM TERM BUDGET
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Oil	 is	 not	 the	 only	 commodity	 whose	
price	 has	 fallen	 sharply	 this	 year,	 but	
due	to	its	meaningful	impact	on	numer-
ous	 industries,	 governments	 and	 con-
sumers,	we	thought	it	might	be	worth-
while	 to	examine	some	of	 the	 reasons	
behind	its	decline	and	where	the	price	
might	settle	in	the	future.	What	is	even	
more	amazing	is	that	the	current	fall	in	
prices	has	coincided	with	a	general	 in-
crease	in	geopolitical	risks,	especially	in	

oil-sensitive	regions.	(Tensions	between	the	West	and	Russia	
and	the	rise	of	the	Islamic	State	across	the	Middle	East	are	
just	two	examples	of	rising	risks.)

Deutsche	Bank	has	published	a	study	which	has	shown	that	
the	oil	price	would	need	to	fall	towards	$55	per	barrel	in	or-
der	to	bring	it	back	in	line	with	long	term	historical	averages	
relative	to	 inflation	and	personal	 incomes.	Even	 if	one	val-
ues	crude	oil	against	other	physical	commodities	like	copper,	
the	price	of	oil	would	still	have	to	drop	to	$55	to	bring	the	
ratio	between	the	copper	price	and	the	crude	price	back	to	
its	long	term	average.	They	have	also	measured	the	price	of	
oil	against	other	measures	(such	as	the	gold	price,	S&P	500	
Index,	the	US	Dollar	and	the	breakeven	price	of	shale	gas	)	
and	in	each	case,	the	analysis	suggests	that	crude	should	be	
closer	to	$80	per	barrel.	Their	analysis	suggests	that	despite	
the	fall	in	prices,	oil	is	not	yet	“cheap”.	

At	first	glance	one	gets	the	feeling	that	the	oil	price	is	moving	
into	oversold	 territory	at	 the	current	price	of	$85	per	bar-
rel,	especially	when	one	considers	that	it	is	below	the	level	
required	for	most	Gulf	nations	to	balance	their	budgets,	and	
further,	that	it	is	not	far	off	the	marginal	cost	of	production	
for	 those	US	companies	extracting	 shale	gas	–	which	 in	 it-
self	has	been	a	major	 source	of	additional	 supply	capacity	
in	 recent	 times.	 Indeed,	 the	 catalyst	 for	 the	 recent	 fall	 in	
prices	has	been	the	extraordinary	growth	of	US	production	–	
thanks	in	large	part	to	the	booming	shale	gas	industry	–	and	

weaker	 global	 growth	which	has	 slightly	 reduced	demand.	
The	chart	below	highlights	the	enormous	increase	in	US	pro-
duction	over	the	past	few	years.	The	fact	that	the	US	has	be-
come	far	more	self-sufficient	in	oil	has	had	a	major	bearing	
on	global	prices.	

Being	a	highly	politicized	commodity	we	expect	the	next	ma-
jor	influence	over	prices	to	come	from	the	Middle	East	in	the	
form	of	a	cut	in	production	from	OPEC,	but	there	may	also	
be	some	cuts	out	of	America	given	that	40%	of	production	
in	that	country	will	become	unattractive	at	prices	below	$80	
per	barrel.		

As	with	all	commodities,	there	are	always	two	sides	to	the	
equation.	We	 have	 looked	 at	 supply,	 but	 what	 about	 de-
mand?	 In	order	 for	oil	not	 to	 fall	 further,	demand	must	at	
least	remain	steady.	That	implies	that	GDP	growth	across	the	
world’s	major	economies	must	not	weaken	any	 further.	At	
present,	growth	is	under	pressure	in	both	Europe	and	China,	
with	only	the	US	showing	any	signs	of	upward	momentum.	
That	 implies	 little	 room	 for	maneouvre.	 But	 ironically,	 the	

risks	 remain.	 The	 growth	 outlook	 for	 South	Africa	 remains	
perilously	weak	–	forecasts	for	GDP	growth	have	now	been	
revised	down	to	just	1.4%	for	the	year.	Furthermore,	whilst	
Treasury	has	hinted	at	a	plan	of	action,	now	comes	the	hard	

part	of	following	it	up	with	decisive	actions.	Government	has	
talked	the	talk	on	fiscal	consolidation.	Now	it	needs	to	walk	
the	walk.

OIL: HOW LOW CAN IT GO?

Roy Lamb
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glimmer	of	hope	for	global	GDP	growth	comes	from	the	oil	
price	itself.	In	their	study,	Deutsche	Bank	has	estimated	that	
for	every	decrease	of	$10	per	barrel	in	the	price	of	oil,	global	
GDP	could	be	boosted	by	0.4%	p.a.

Yet	lower	oil	prices	are	not	all	gloom	and	doom	–	in	fact,	they	
are	 quite	 the	 opposite.	 The	 positive	 implications	 of	 falling	
oil	prices	are	 the	 reduction	 in	petrol	prices	and	 the	conse-
quent	reduction	in	inflation.	Both	of	these	are	very	positive	
for	 consumers.	 	 In	 the	US,	 personal	 consumption	accounts	
for	roughly	a	third	of	their	economy	and	falling	energy	prices	
have	an	immediate	impact	on	discretionary	spend	elsewhere.	
So	far,	US	petrol	prices	have	fallen	from	
over	$4	per	gallon	to	$3.45	per	gallon	–	
the	lowest	level	in	four	years.	The	fall	 in	
prices	is	expected	to	be	a	material	boost	
to	US	consumption	and	comes	at	a	good	
time	just	ahead	of	the	annual	Thanksgiv-
ing	and	Christmas	holidays.

Closer	 to	 home,	 there	 is	 equally	 good	
news.	We	have	been	wary	of	 local	 con-
sumer	 spending	 for	 some	 years,	 but	 a	 fall	 in	 local	 petrol	
prices	will	be	a	most	welcome	development.	At	present,	in-
dications	are	 that	petrol	 and	diesel	prices	will	 fall	 by	more	
than	50c	per	litre	in	early	November.	Should	that	materialize,	
then	 this	would	mark	 the	 lowest	 level	 for	 energy	 prices	 in	
the	country	since	mid	2013.	In	addition	to	relieving	the	pres-
sure	 on	 already-strained	 household	 budgets,	 lower	 petrol	
prices	would	also	have	a	positive	impact	on	inflation	and	con-
sequently	 the	 trajectory	of	 interest	 rates.	 In	 fact,	 the	most	

recent	inflation	data	shows	that	inflation	has	fallen	below	6%	
again	–	back	inside	the	Reserve	Bank’s	targeted	range.	Given	
that	we	have	a	new	governor	of	the	Reserve	Bank,	there	is	a	
higher	degree	of	uncertainty	over	whether	the	Reserve	Bank	
will	raise	interest	rates	in	November.	However,	given	that	oil	
has	 fallen	so	 far,	and	that	 it	has	coincided	with	a	period	of	
strength	 in	 the	currency,	 there	 is	 certainly	 less	pressure	 to	
raise	 interest	 rates	now	 than	 there	was	 just	 a	 few	months	
ago.	That	would	be	another	small	boost	to	local	consumers,	
especially	in	the	light	of	the	weak	economy	as	articulated	by	
the	Medium	Term	Budget.	

Unfortunately	lower	oil	prices	do	have	an	
impact	 on	 those	 companies	 involved	 in	
the	oil	industry.	Locally	that	means	Sasol	
and	to	a	lesser	extent,	BHP	Billiton.	Valua-
tions	for	both	companies	are	very	attrac-
tive	 relative	 to	 the	 broader	market,	 but	
one	must	take	cognisance	of	the	fact	that	
profits	for	both	companies	will	fall	should	
current	oil	prices	and	exchange	rates	pre-
vail	for	an	extended	period.		Our	view	is	

that	oil	prices	will	not	remain	at	the	current	level	for	too	long.	
Looking	ahead,	we	expect	them	to	trend	towards	$100	per	
barrel,	all	things	being	equal.

With	the	northern	hemisphere	winter	fast	approaching	one	
would	expect	oil	markets	to	tighten	up,	given	the	extra	de-
mand	 for	 heating	 and	 energy.	 However	 OPEC’s	meeting	 in	
late	 November	 will	 also	 be	 important	 in	 determining	 how	
soon	the	market	returns	to	balance.	
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Local	markets	 are	 certainly	 at	 a	 cross-
roads	at	present.	Having	enjoyed	good	
returns,	 valuations	 have	 become	 ex-
pensive	 whilst	 simultaneously,	 the	
outlook	 for	 the	 country	 and	economic	
growth	continue	to	deteriorate,	at	least	
in	the	near	term.	Picking	shares	 in	this	
environment	 is	 never	 easy,	 and	 often	
the	success	or	failure	of	an	investment	
comes	down	to	the	length	of	time	that	
one	is	prepared	to	hold	it	and	to	be	pa-

tient	for	the	positive	fundamentals	to	unfold.

Such	is	the	current	environment.	The	immediate	outlook	for	
many	shares	is	weak	thanks	to	a	weak	economy,	pressure	on	
consumer	spending	and	a	sluggish	global	environment.	But	
that	does	not	mean	that	the	companies	themselves	are	poor-
ly	managed	or	will	become	corporate	failures.	Far	from	it!	We	
are	fortunate	to	have	many	world-class	companies	listed	on	
the	JSE,	and	periods	of	weakness	can	be	wonderful	opportu-
nities	to	build	positions	in	these	companies.	But	that	comes	
with	the	provisio	that	investors	need	to	be	patient	and	wait	
for	conditions	to	turn	to	reap	the	reward	of	their	investment.	
You	might	ask:	“why	not	wait	and	invest	when	conditions	are	
indeed	turning?”	The	answer	is	simply	that	often	it	is	too	late.	
From	our	perspective,	it	is	far	better	to	accumulate	a	position	
in	a	quality	share	during	periods	of	stagnation	and	weakness	
when	share	prices	are	not	rising	every	day	rather	than	when	
the	 cycle	 has	 already	 turned.	 When	 the	 good	 news	 does	
come,	 shares	will	 rally	 very	hard,	 very	quickly,	which	often	
results	in	even	the	most	nimble	of	investors	being	caught	un-
awares.	So	we	are	constantly	researching	the	market	and	in-
dividual	companies	for	the	promise	that	they	could	hold	over	
the	next	five	years,	rather	than	the	short	term	prognosis	of	
the	next	six	months.	In	that	vein,	we	offer	a	few	shares	that	
have	attracted	our	interest	as	shares	that	pay	enticing	divi-
dends	to	their	shareholders	but	which	also	have	an	exciting	
longer	term	growth	story.

AVI
AVI	has	been	 listed	on	 the	 JSE	 (through	 various	 guises)	 for	
many	years	and	is	a	stalwart	of	South	African	industry.	At	its	
heart,	 the	 group	 is	 still	 a	 food	business	 –	 it	 dominates	 the	
tea/coffee	markets	as	well	as	snacks	and	biscuits.	More	re-
cently,	the	group	has	diversified	into	consumer	goods,	name-

ly	 fashion	and	 footwear	 through	acquisitions	 such	as	Spitz,	
Green	Cross	 and	Kurt	Geiger.	 It	 has	had	a	 long-established	
presence	 in	 cosmetics	 (through	 brands	 such	 as	 Lentheric,	
Coty	 and	Yardley)	 and	has	 recently	 cemented	 the	 rights	 to	
those	brands	into	the	future.	The	final	leg	of	the	business	is	
I&J	–	a	division	that	we	thought	might	be	up	for	sale.	But	it	
seems	that	management	is	quite	happy	to	hold	onto	it	for	the	
time	being	–	the	weaker	rand	certainly	aids	the	profitability	
enormously.	 	 Given	 its	 exposure	 to	 food,	 fashion	 and	 cos-
metics,	AVI	is	clearly	a	consumer	orientated	company	and	its	
fortunes	must	be	tied	to	the	overall	health	of	the	consumer	
environment.	In	the	short	term,	that	is	weak,	but	this	is	just	
a	cycle	and	we	do	not	expect	it	to	last	forever.	In	the	mean-
time,	management	 is	actively	expanding	 its	brand	portfolio	
and	consolidating	its	market	position	to	ensure	that	it	is	able	
to	reap	the	benefit	when	the	cycle	does	turn.	

In	our	opinion,	management’s	pedigree	is	highlighted	by	the	
company’s	track	record.	The	company	has	grown	its	earnings	
by	17%	p.a	over	the	past	five	years	–	well	ahead	of	the	av-
erage	 for	 the	 JSE	of	 just	6%	p.a	over	 the	same	period.	 It	 is	
also	one	of	the	few	companies	that	can	boast	growing	earn-
ings	over	the	period	of	the	Financial	Crisis.	Equally	impressive	
is	the	ability	to	turn	those	profits	into	cash.	Dividends	have	
grown	by	almost	28%	p.a	over	 the	past	 five	years	and	that	
excludes	special	dividends	and	share	buybacks.	Cash	conver-
sion	is	excellent	and	management	has	consistently	returned	
more	cash	to	shareholders	whilst	simultaneously	investing	in	
the	business.	In	our	opinion,	this	is	a	virtuous	cycle	and	de-
spite	the	vagaries	of	the	economic	cycle,	we	see	no	reason	
why	the	company	cannot	continue	with	its	impressive	track	
record.		

Barclays Africa
Formerly	known	as	Absa,	Barclays	Africa	has	fallen	out	of	fa-
vour	with	the	investment	community	of	late.	At	the	heart	of	
the	unease	 lies	the	fact	that	Barclays	has	been	 losing	retail	
customers	 –	 a	market	 that	 it	 has	 always	 dominated	 in	 the	
past.	 In	this	 instance,	credit	must	be	given	to	FNB	for	their	
“Steve”	 advertising	 campaign,	which	 resulted	 in	 significant	
market	share	shifting	from	many	of	the	banks	towards	FNB.	

To	 some	 extent,	 Barclays	 deserves	 the	 criticism	 it	 has	 re-
ceived	over	recent	years.	Rather	than	being	 innovative	and	
expansionary,	 it	has	shrunk	 into	 its	shell.	 In	part	 this	was	a	

THREE HIGH-YIELDING SHARES THAT ATTRACT OUR INTEREST

Michael Porter
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reaction	to	significant	bad	debts	in	its	mortgage	operations	
in	2012	which	led	to	significant	write-offs	and	a	huge	dent	in	
management	credibility.	As	a	consequence	it	has	lost	market	
share	in	all	key	retail	categories	–	from	mortgages	to	current	
accounts	 and	 credit	 cards.	 Business	 banking	 has	 not	 fared	
much	better	either.	But	in	every	cloud	there	is	a	silver	lining.	
Its	reluctance	to	lend	over	the	past	few	years	has	resulted	in	
far	fewer	bad	debts	now	that	the	credit	cycle	has	turned	more	
negative.	So	whereas	weak	results	are	being	compounded	by	
rising	bad	debts	at	other	banks,	Barclays	does	not	have	that	
problem.	 Consequently,	 its	 results	 are	 solid	 relative	 to	 the	
sector.

In	 our	 opinion,	 the	 tide	 is	 beginning	 to	 turn,	 although	 the	
weak	 retail	 environment	will	 probably	mean	 that	 investors	
will	need	to	be	patient	before	the	improving	momentum	in	
the	 operations	 reflects	 in	 the	 financial	 results.	 It	 has	 been	
successful	 in	 luring	senior	management	from	its	peers,	and	
last	week	the	bank	reported	growth	 in	retail	customers	for	
the	first	time	in	years.	It	has	been	actively	redesigning	both	
the	physical	and	workflow	aspects	of	its	branches	to	improve	
customer	experience	and	efficiencies,	all	of	which	appear	to	
be	starting	to	bear	fruit.	Furthermore,	post	the	acquisition	of	
the	African	assets	of	Barclays	plc,	Barclays	Africa	now	has	a	
substantial	African	footprint.	It	has	1287	branches	across	12	
countries,	 serving	 12	million	 customers.	More	 importantly,	
20%	of	revenues	and	17%	of	profits	respectively	come	from	
its	African	operations.	 Those	are	 forecast	 to	 grow	 steadily.	
The	Group	is	also	in	discussions	with	Barclays	plc	about	fur-
ther	consolidation	of	the	greater	group’s	African	interests.

Given	 the	 unpredictable	 environment,	 it	 is	 reassuring	 that	
Barclays	 has	 a	 sound	 capital	 base	with	plenty	of	 scope	 for	
acquisitions,	 growth	 or	 returns	 to	 shareholders.	 Its	 capital	
adequacy	ratio	stands	at	14.6%,	well	ahead	of	regulatory	re-
quirements.	 That	 buffer	 provides	 support	 to	 the	 generous	
dividend	yield	of	5.5%	and	scope	for	further	special	dividends	
or	share	buybacks.	Whilst	Absa	is	generally	regarded	as	the	
laggard	amongst	banks,	we	wonder	whether	this	might	still	
be	the	opinion	in	three	years’	time.

Truworths
Started	in	1917	under	the	name	of	the	Alliance	Trading	Com-
pany,	 Truworths	 has	 grown	 to	 encompass	 over	 ten	 brands	
represented	by	641	stores.	Furthermore,	it	is	widely	regarded	
as	one	of	the	country’s	most	successful	retailers.	Over	the	de-
cade	from	2000	to	2010,	the	company	led	the	sector	in	terms	
of	 efficiencies,	 stock	 turnover,	 credit	 scoring	 and	 growth.	
Coupled	with	a	sought-after	 fashion	offering	and	attractive	
credit	terms,	the	company	went	from	strength	to	strength.	
In	2002,	earnings	and	dividends	per	share	were	63c	and	22c	
respectively.	 Twelve	 years	 later,	 those	 values	 have	 risen	 to	
577c	 and	 385c	 respectively	 –	 which	 represents	 compound	
annual	growth	of	20%	in	earnings	and	27%	in	dividends.	Few	
companies	can	attest	to	such	a	consistent	performance.	It	is	
often	the	case	that	when	you	are	at	the	top	of	your	game,	
there	is	only	one	way	to	go	–	and	that	is	down.	Sports	stars	
know	this	only	too	well,	but	it	also	applies	to	corporates.	Just	
look	at	the	mess	in	which	Tesco	of	the	UK	presently	finds	it-
self.	A	few	years	ago,	Truworths	represented	the	benchmark	
against	which	other	retailers	would	measure	themselves.	But	
recently,	some	of	those	standards	have	slipped.	Stock	turn-
over	(a	core	measure	of	efficiency)	has	slipped	from	5.5	times	
in	2010	to	the	present	level	of	5	times.	That	might	seem	insig-
nificant,	but	across	a	business	the	size	of	Truworths,	it	adds	
up	to	a	lot	of	working	capital.	Added	to	that,	the	consumer	
environment	 has	 deteriorated	 and	with	 it,	 the	 ability	 (and	
willingness)	of	consumers	to	take	on	credit.	This	is	important	
for	a	group	that	relies	on	credit	sales	for	71%	of	its	revenues.
In	contrast	to	the	rest	of	the	retail	sector,	Truworths	offers	
value.	Much	of	the	retail	sector	is	trading	on	p/e	ratios	of	ap-
proximately	20x.	In	contrast,	Truworths	is	trading	on	a	valua-
tion	of	12x	earnings	and	a	yield	of	5.5%.	In	the	near	term,	the	
share	price	performance	will	depend	greatly	on	the	unfolding	
consumer	cycle.	The	reliance	on	credit	is	always	a	red	flag	to	
many	investors.	But	management	has	a	strong	track	record	of	
managing	the	credit	cycle.	At	present,	83%	of	their	account	
holders	are	able	to	buy	on	credit	–	a	ratio	that	is	very	much	in	
line	with	historic	trends.	But	looking	ahead,	we	feel	that	the	
company	has	much	to	offer	the	patient	investor.
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The RoE is starting to gain traction. Achieving their target would 
imply substantial returns to shareholders.
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I N T U I T I O N
Market Insight from the Harvard House Group

Sasfin	 has	 recently	 announced	 results	
for	the	year	ended	30	June	2014.	 	The	
results	were	solid,	but	not	spectacular.		
We	are	quite	happy	with	solid	results	in	
these	volatile	times.		Sasfin	is	in	a	good	
place,	 due	 to	 the	 following	 favourable	
factors:	

1.	 Share	Capital

This	 is	 a	 very	 small	 share	 capital	 for	 a	 company	which	
is	 listed	 on	 the	 JSE.	 	We	 can	 then	 deduce	 from	 these	
statistics,	that	foreigners	and	large	financial	 institutions	
do	not	own	shares	in	the	company.		There	simply	are	not	
enough	shares	in	issue	for	a	large	investor	to	acquire	in	
order	to	make	a	meaningful	investment	in	the	company.		
Any	 major	 market	 sell-off	 is	 carried	 out	 by	 major	
investors	in	large,	liquid	stocks.		Sasfin	is	likely	to	be	more	
immune	than	most	shares	to	a	significant	correction	 in	
the	markets.

2.	 Results

3.	 Comments	by	the	directors:

a.	 Sasfin	maintained	its	growth	levels	in	its	core	business	
activities	 and	 produced	 a	 satisfactory	 set	 of	 results	
for	the	year	and	significantly	strengthened	its	balance	
sheet.

b.	 The	Group	improved	its	financial	position	by	expanding	
and	diversifying	 its	 funding	base,	which	resulted	 in	a	
healthy	surplus	liquidity	position	of	R2.1	billion	(2013:	

R1.6	billion)	–	growth	of	31%.

c.	 Strong	revenue	growth	across	all	business	segments,	
offset	 by	 a	 marginally	 higher	 impairment	 charge,	
resulted	in	Group	headline	earnings	growth	of	14%.

d.	 Total	income	grew	by	18%	on	the	back	of	good	growth	
achieved	 in	 the	 lending	 book	 and	 a	 19%	 increase	 in	
non-interest	revenue.

e.	 The	 Wealth	 Management	 division	 delivered	 a	 4%	
growth	 in	 profit	 to	 R48.1	million	 from	 R46.1	million	
in	2013.	 	 This	division’s	 results	were	 impacted	by	 its	
expansion	 initiatives	 and	 investment	 in	 high-quality	
people	 to	 support	 its	 aggressive	 growth	 strategies.		
The	 division	 experienced	 an	 increase	 in	 local	 and	
globally-managed	 portfolios	 resulting	 in	 improved	
annuity	 income.	 	These	combined	 initiatives	resulted	
in	 Funds	 under	 Administration	 and	 Management	
growing	to	R91	billion	(2013:	R71	billion),	providing	a	
strong	platform	for	continued	growth.

f.	 fLooking	 ahead	 to	 the	 future,	 Sasfin	 continues	 to	
focus	on	its	target	market	comprising	entrepreneurial	
businesses,	 institutions,	 corporates	 and	 private	
clients.	 	 The	 Group	 remains	 cautiously	 optimistic	
about	the	 improved	 levels	of	business	activity	across	
all	 segments.	 	 Sasfin	 is	 well	 poised	 for	 sustainable	
growth	 and	 further	 expansion	 of	 its	 franchise	 value	
in	its	chosen	markets.		In	the	last	week,	the	company	
has	announced	that	it	has	entered	into	negotiations	to	
purchase	100%	of	Fintech	which	could	have	a	material	
effect	on	the	value	of	Sasfin	shares.

In	summary,	there	is	strong	control	of	the	company,	through	
its	Jewish	Board	of	Directors.		Jews	understand	finance,	and	
they	 have	 set	 the	 company	 on	 a	 sustainable	 growth	 path,	
partly	 for	 their	own	benefit.	 	 The	 interests	of	 the	directors	
are	directly	aligned	with	those	of	the	shareholders.		Sasfin	is	
an	ideal	share	…	a	calm	port	in	a	storm	…	for	the	individual	
investor.

Total	number	of	issued	shares 32,301,441
No.	of	shares	held	by	the	directors 14,350,576
No.	of	shares	available	to	all	other	investors 17,950,863

SASFIN: RESULTS COMMENTARY

Year	ended	30	June 2014 2013 2012
Profits	(Rm) 154 135 111
Earnings	per	share	(cents) 486 421 344
Dividend	per	share	(cents) 191 168 137

Nigel Porter
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I N S I G H T
Market Updates from the Harvard House Group

As	hard	as	it	is	to	believe,	our	next	seminar	will	be	our	last	for	the	year.	In	keeping	with	tradition,	we	will	take	the	opportunity	
to	dust	off	our	crystal	ball	to	see	what	might	lie	in	store	for	investors	in	2015.	With	the	possibility	of	rising	global	interest	
rates	and	a	change	of	leadership	in	SA	–	just	to	mention	two	issues	–	it	certainly	has	the	makings	of	an	interesting	twelve	
months.			

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: Dusting off the Crystal ball: Outlook for 2015 

Date: 2nd	December	2014 2nd	December	2014 20th	November	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

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
Charts	and	data	in	this	publication	are	sourced	from	a	combination	of:	Bloomberg,	Harvard	House	calculations,	The	JSE,	SARB,	STATS	SA	and	various	stock	brokers	
including	but	not	limited	to,	ABIOR	Capital	Markets,	Deutsche	Bank,	JP	Morgan,	Macquarie	and	Renaissance	Capital.
	
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)

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	 	 	
+ P.O.	Box	235,	Howick,	3290,	South	Africa	 	 	 @	 	 admin@hhgroup.co.za
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