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In this edition:

• Aspen: to milk or not to milk?
• Mr Price: fallen angel?
• Shoprite: down but not out
• Mining results: digging for good news
• Do you need to submit a 2015 income tax return?

(n: immediate insight; receive knowledge by direct perception)
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AspEn: to milk or not to milk

Perceptions about global growth 
are changing so frequently in both 
directions that it makes one wonder 
whether investors have forgotten to 
take their schizophrenia meds! It seems 
that every day is a lottery. Yet one thing 
is for sure, regardless of whether you are 
in a part of the world where economic 
growth is dismal, or in a part where the 
engine is overheating - there will always 
be a need for food, pharmaceuticals 
and entertainment.

Aspen is a solid, well-managed business with an excellent 
management team, which was once again confirmed by 
their latest annual results. What was encouraging to see was 
the international division’s revenue well ahead of market 
expectations, despite the weak global economic conditions. 
The international division saw revenue growth of 46% relative 
to last year, despite some margin pressure and higher active 
pharmaceutical ingredient (API) costs. 

The big debate after the results was management’s decision 
to walk away from a potential acquisition to enter the 
Chinese Infant Milk Formula (IMF) market. A presence for any 
company in the Chinese market place does make sense if one 
considers the long term volume potential that the Chinese 
market brings. Perhaps the time is not right now, given that 
growth is slowing across the Far East. There is always the tick-
box called “Hindsight” and ticking it this time round would 
indicate that Aspen did the right thing. Consider the following:
1. There are over 2000 different IMF brands in China.
2. Many smaller manufacturers and distributors operate 

at levels below break even. Consolidation in due course 
might offer more meaningful opportunities for Aspen.

3. Biostime, a Chinese company with a leading market 
position in IMF in China, has just acquired a major 
stake in a vitamin and health supplement business with 
operations in Australia and New Zealand. Some analysts 
have questioned whether this is a sign of existing 
competitors diversifying away from an over-traded 
Chinese market. If so, Aspen will have been proved right 
in being cautious and not entering the market at all costs.

4. In a similar vein, Mead Johnson, the leading US 
competitor in IMF and a major competitor in China, has 

seen its share price weaken from $105 to $75 as investors 
take an increasingly dim view of near term prospects.    

Nonetheless, management has stated that an entry into the 
Chinese IMF market most definitely forms part of their longer 
term IMF strategy. If such a deal were to present itself then 
we believe that Aspen would make a success of it and such a 
deal could materially enhance Aspen’s long term profitability. 
Aspen has a lot of experience in baby milk, thanks to existing 
operations elsewhere around the globe. Consequently, they 
could easily draw on various resources to ensure that an 
entry into China was a success. These include: 
1. Existing manufacturing capabilities to secure the required 

supply.
2. Their recent successful IMF deal in Spanish Latin America.
3. Formulation expertise, and
4. Brand credibility. 

Recent results were solid, but a few interesting points include:
1. South African revenues grew by 16% and private 

sector pharmaceutical sales grew at 12%, well ahead 
of expectations. This highlights that despite its global 
ambitions, the company still has a strong and growing 
base in its home country, despite the tough local 
conditions.

Willie Pelser

Aspen: GeoGrAphic revenue split

SA Asia Pacific Sub-Saharan Africa International

Aspen is no longer an SA-focussed company. More than 75% 
of revenues are generated outside of SA.
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2. As with so many multinational companies, Aspen does 
face currency risk. Now that it has operations around the 
world, currencies are playing an increasingly important 
part in its annual results. One item to watch is that a large 
percentage of costs are in US Dollars (for ingredients) 
whereas revenues are in local currencies. Furthermore, 
most of their debt is also based in US Dollars. So further 
weakness in emerging market currencies will have a 
negative impact on margins and debt repayments. 

3. Management has been busy over the past three years, 
selling non-core brands and buying portfolios of products 
from the global majors as they rationalise their operations. 
In this regard, they have bought products from Merck 
and GlaxoSmithkline, which come with huge potential. 
But in the near term, they consume management time. 

Significant management changes have already been 
made, procurement improved, and product portfolios 
and supply chains are in the process of being rationalized, 
which should deliver material synergies in years to come. 
Indeed, Aspen is looking to reduce its cost base by R2.5 
billion over the next 3 years.  

We are very happy to remain long term investors in Aspen, 
despite the fact that we think the share price will move 
sideways for a while. Management has proved themselves time 
and time again, and whilst the market may be disappointed 
with no deals in China, we think time will prove that to be 
the right decision. It might take some time for the share to 
regain its “mojo” but that provides the ideal opportunity to 
accumulate the shares whilst they remain weak.

mr pricE: fAllEn AnGEl?

Mr Price Group celebrates its 30th 
birthday this year. The Group pioneered 
the concept of “factory shops” in this 
country – the founders believed that 
clothing prices were too high and that 
there was a gap for quality clothing at 
reduced prices. Hence the first shop 
was born.  The founders, with the help 
of banks, bought John Orrs and Milad-
ys, and with the added substance that 
comes from a bigger group, expanded 
quickly. Today, the Group trades from 

over 1,000 stores across various brands.

Since listing, the Group has barely put a foot wrong. Earnings 
have grown at a compound annual growth rate of 23% over 
the past 30 years, with a commensurate growth rate in the 
dividend. The share price has reacted accordingly. At the start 
of this century, the share price was 750c per share. Today it is 
20000c per share. That is an incredible increase in wealth. Yet 
that trend masks the fact that the share peaked at 28000c per 
share in April, and has since fallen 28% to its present level. 
Are the cracks finally starting to appear?

On the 1st September, Mr Price issued a five-month trading 
update.  Sales have grown at 9% over that period relative to 
last year, in part due to the high base that was established 
last year. But the Group has also been the victim of some 
poor fashion decisions and the late onset of winter. This was 

apparent in its monthly sales figures, which showed weak 
sales for April and May, and then a resumption of double-
digit growth for June, July and August.

Unfortunately, the market is not currently in the mood for 
disappointment. The shares fell 13% on that day and have 
weakened further since, although they now appear to be sta-
bilizing. A few facts help to put this situation into perspective:

1. Mr Price has been the darling of the market for years, 
and is a favorite amongst foreign investors. As a conse-
quence of its track record, investors were prepared to 
pay any price. The p/e ratio for the company peaked at 
33x earlier this year – high, given a weak economy and 
slowing consumer spending.

2. Thanks to strong earnings growth – Mr Price grew its 
profits for the year ended March 2015 by 20% - and a 
weak share price, the p/e ratio has now fallen to 21x. 
That is far more reasonable for a high quality company, 
despite its pedigree.

3. Apparel retail sales in South Africa are growing at ap-
proximately 4%. In other words, even at a growth rate 
of 9%, Mr Price is still growing at double the rate of the 
industry as a whole. That is impressive given the tough 
environment.

So what are the lessons to be learnt from this example?

1. In bull markets, investors gloss over bad news as an aber-

Michael Porter
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ration. In bear markets, shares get punished at the first 
hint of disappointment. This is especially true for market 
favorites.

2. By the share price reaction one might think Mr Price 
was heading for a loss. Far from it. Mr Price is growing 
strongly but it is also susceptible to the weak economy. 
The problem was that the shares were not priced for rev-
enue growth of 9%. They were priced for revenue growth 
of 20%. The slowdown came as a shock, and investors 
rushed to the exit.

The share price reaction can be justified – as I said, the shares 
were too expensive relative to the current conditions. But 
at this level, we believe the share offers an attractive entry 
point into one of our most successful companies.  The share 
has not been this cheap since 2011, and it still has plenty of 

growth and opportunity up its sleeve. It is about to open its 
first 2 stores in Australia, and its African rollout continues 
apace where it is gaining market share thanks to its value-
for-money offering. Having waited patiently for 18 months 
for an opportunity to buy this superb company, that moment 
has finally arrived. We are happy to accumulate shares during 
this period of weakness in anticipation of much better times 
in 12-18 months.

As a final word, we have been cautioning for some time that 
markets are expensive relative to the state of the economy. 
This is a perfect example of our view. We believe that mar-
kets and the economy will remain tough for a while. Conse-
quently, we will continue to hone portfolios to remove weak 
and vulnerable companies, or those where we simply cannot 
justify the valuation.  

sHopritE: down but not out

Shoprite reported annual turnover 
of R113.7bn in its results for the year 
to June 2015. It also highlighted the 
tough economic environment facing 
SA retailers, as well as the risks faced 
by expanding into Africa. Many will 
remember the catch-phrase “Trolley for 
trolley, you don’t pay more” from the 
1980’s Checker’s TV advert with Clive 
Weil. Amazingly, back then the company 
was facing insolvency and this advert, 
coupled with astute leadership by CEO 

Whitey Basson (since 1979) and Chairman Christo Wiese, has 
created a retail giant where 72% of South Africans along with 
consumers in 14 African countries choose to shop. “Twenty-
seven million customers served by over 130,000 staff across 
2111 stores” sums it up neatly.

Barney Rogut founded Shoprite in 1967. The Group was 
launched following the purchase of eight Cape-based 
supermarkets for R1 million and it listed in 1986. The food 
side of the business comprises of 4 main brands. Shoprite 
is the original business which targets the middle income 
consumers and is the brand used to spearhead growth into 
Africa. Usave targets lower income customers and has seen 
strong growth due to its small store format often within 
walking distance of a taxi rank. Checkers focuses on the higher 
income band complemented by the Checkers Hyper. 50% of 
affluent consumers choose to shop there. OK Bazaars, bought 

for R1 in 1997, is one such example of Basson’s business 
acumen and its furniture division has benefitted enormously 
from the demise of several competitors. MediRite offers 
convenience for the growing need for access to affordable 
healthcare whilst LiquorShop, the largest corporately owned 
liquor outlet, opened 112 shops in 112 weeks and increased 
sales by 37.6% in 2015. It competes directly with SPAR Tops 
and Pick ‘n Pay’s Wine & Liquor. “Other” divisions saw 18m 
people use Shoprite’s money transfer desk, book tickets on 
Computicket and airline tickets too. Enough bus tickets were 
sold to fill 51 000 buses!

Sales in 2015 rose by 11.2% which is well above the 8.6% 
growth rate achieved by its peer group.  However, with 
consumers’ wallets under pressure, their priority has been 
to maintain market share via aggressive discounting and 
the proliferation of new stores. Shoprite’s market share 
is up for the 9th consecutive year and it opened 170 new 
stores in 2015. However, margins are at risk given that every 
competitor is doing the same. The group offered R43m of 
promotional subsidies in 2015, which equates to 2359 tons 
of maize, 329 tons of sugar, 4.8m litres of cooking oil, 235 
tons of coffee and 13m loaves of bread that have been put 
back into the “pockets” of customers. Management has done 
well to keep profit margins above 5% in a fiercely competitive 
market.

Interestingly, two common South African issues, crime and 
load-shedding, surfaced in the latest results. Both had a 

Nick Rogers
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material impact on profits and illustrate the pressures that 
businesses are facing in this country. Three stores a week 
are hit by armed robbers mainly due to Shoprite being a 
pay-point for social grants. At R1 billion, the cost of security 
is now higher than Shoprite’s transport costs! In order to 
maintain electricity across its stores, the company shelled 
out almost R2bn for generators and fuel. Each store lost an 
average of 1 week’s trading due to downtime as a result of 
load-shedding. The R3 billion spent on security and electricity 
equates to 13% of profits. Imagine how much cheaper food 
prices could be if these costs were not a factor. On a positive 
note, the cumulative cost of these risks highlight how astute 
management is to deliver an increase of 10.7% in profits as 
well as increasing employment for 10 000 people.

It is now 20 years since Shoprite first ventured into Africa by 
opening a store in Zambia. Mr Basson made the following 
comment on Africa: “According to the IMF, of the 14 countries 
in which we trade beyond our borders, 13 have higher GDP 
growth than South Africa, in some instances substantially 
higher, with the DRC growing at 9.2% and Zambia at 6.7%.  
For this reason we will not be slowing, but rather accelerating 
our investment into the rest of Africa by opening 35 new 
supermarkets in the new financial year. The Group’s 189 
supermarkets outside South Africa, 23 of them new, grew 
turnover by 13.5% in rand terms in an environment hit by 
lower oil revenues and the weakening of certain African 

currencies against the rand.” 

Doing business is not easy north of the border with fuel 
shortages common-place, limited availability of hard currency 
restricting cash flow, and lead times of up to 3 months for 
imported goods. However, with a compound growth rate 
of 18% over 4 years, Shoprite’s non-SA supermarkets have 
double the growth of SA and now make up 16% of group 
sales which is meaningful and well ahead of all its peers. By 
the end of the century, 40% of the global population will be 
African, and by 2030 Nigerian consumers could total 160 
million people. So an investment now will reap the rewards 
for decades to come.

We believe Shoprite is a solid long-term growth story and 
we will be looking to add it to selected growth portfolios 
when opportunities arise. The p/e ratio currently stands at 
21x, down from a peak of 34x in late 2012. With little help 
expected from the local economy, growth will come from the 
226 new supermarkets that have been opened over the past 
three years, tight cost control, and improved efficiencies from 
the Group’s new distribution centres. With markets expected 
to remain volatile for the forseeable future, there should 
be opportunities to accumulate this company at favourable 
prices.  Africa has fallen out of favour recently due to weak 
oil prices but this will not last forever. When the mood turns, 
Shoprite will be in pole position.

mininG rEsults: diGGinG for Good nEws

Bhp Billiton
BHP released full year 2015 results on 
25th August with the market focused 
on cash generation and dividend sus-
tainability, given the difficult circum-
stances within the sector at present. 
These were also the first results pub-
lished since the demerger of South 32 
earlier in the year. The underlying earn-
ings for the year were US$6.4 billion, 
slightly lower than market expectations 
due to the weaker oil sector. By division, 

the bulk of earnings came from iron ore (58%), copper (28%), 
petroleum and potash (15%) and finally coal (3%), offset by 
corporate costs and exploration (-4%). Copper, iron ore and 
coal performed slightly better than expected (due to lower 
costs) whilst petroleum and potash were disappointing. 

Some of the key takeaways from the result included:

• Passing their US$4 billion full year 2017 cost-cutting tar-
get and expecting a further reduction in costs across all 
division in FY16. Weakness in their key currencies (Aus-
tralia, Chile and Brazil) has helped this initiative, but they 
have lowered their cost guidance for all their key prod-
ucts. For example, the cost of producing one ton of iron 
ore should be $15 next year, well below the current mar-
ket price of $57/ton. The trend is similar across its other 
products. 

• Capex for FY16 has been reduced as miners scale back 
new projects to preserve cash. In that vein, no new proj-
ects have been approved. 

• The final dividend was the same as that declared for H1, 
at 62 USc. Importantly, there was a strong commitment 
to the dividend. Management stated they are “commit-

Roy Lamb
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ted to the progressive dividend” and they are “resolute 
to this commitment” and this “remains a key differentia-
tor” for the company relative to its peers.

• Net debt fell more than expected thanks to much stron-
ger cash flow. 

• In meetings with the investment community since their 
results, management has been at pains to highlight the 
company’s flexibility to navigate through a prolonged 
period of weak commodity prices whilst still maintaining 
their progressive dividend. 

BHP Billiton does expect further weakness to iron ore prices 
given that 100Mt of new supply could come on stream next 
year. However, there is no indication that they will cut back 
their expansion plans. They are also expecting demand to im-
prove in the second half of the year. Chinese peak steel de-
mand of 935-985 million tons per annum (Mtpa) looks set to 
be reached in mid the 2020s. This is significantly lower than 
their previous estimate of 1-1.1Btpa.

The key factors for being invested in this diversified miner are 
its low-cost, long-life assets which generate the highest mar-
gins in the sector; a management team that delivers on pro-
ductivity promises; its relatively low capital intensity; and the 
attractive dividend yield of 8% given the company’s flexibility 
to maintain it. We remain buyers on weakness for a longer 
term recovery.

Glencore
Glencore’s first half results for 2015 were weaker than fore-
cast (earnings of US$4.6 billion vs. US$4.9 billion estimated) 
predominantly due to the poor performance of its market-
ing division. Management also reduced their guidance for 
earnings for the full year from this division. Industrial earn-
ings fell by 30% due to weak commodity prices. On a positive 
note, coal earnings were better, the dividend was kept intact 
(at US$0.06c per share) and they reported a net reduction 
in debt of US$2 billion, despite undertaking a share buyback 
during the year. Glencore’s debt gearing is higher than most 
of its peers and falling commodity prices have put pressure 
on its cash generation and in turn its credit rating. We touch 
on this issue later. 

The company has always maintained that the marketing divi-
sion sets it apart from its peers in terms of stability of earn-
ings. Yet profits from this division were significantly weaker 
than Glencore’s own guidance. This might have been credible 
under the circumstances, but the division is certainly not liv-
ing up to its resilient reputation.  

From a divisional perspective, coal (18% of earnings) and zinc 
(11%) performed well whereas marketing (23%) and copper 
(33%) delivered lower than expected profits. Like BHP Billi-
ton, it has further reduced its forward guidance for capex in 
2016 – from $6 billion previously to $5 billion now. 

Since reporting results Glencore has been forced (through 
market conditions and a very weak share price) to implement 
an emergency debt reduction programme of up to $10.2 
billion. US$2.5 billion was raised in early September from a 
placement of shares (the directors and staff took up 22% of 
this placement). The balance will come from asset sales and 
cost savings, although details are scarce at this stage. Given 
the circumstances, the share buyback now looks rather fool-
ish. It is not the best news for existing shareholders who have 
seen their holdings being diluted. But it does shore up the 
balance sheet and ensure that the company maintains its 
flexibility by bringing down debt to a sustainable level. We do 
not anticipate a recovery soon, but the share offers value if 
(or when) commodity prices recover. 

sasol
Sasol released their full year 2015 results on 7th September, 
which were in line with the detailed trading statement pub-
lished during August. Earnings per share fell 17.3% to R49.80. 
The market was expecting results to be weaker, given the 20% 
decline in the average oil price. A final dividend of R11.50 was 
declared (vs. R13.50 in 2014) taking the full year 2015 divi-
dend to R18.50 (-14%). At that level, the company still offers 
a dividend yield of 4.5%. 

These results demonstrate the benefits of Sasol’s new operat-
ing structure and the impact of its cost-cutting program. By 
June 2016, cumulative cost savings should total R6.5 billion.  
These, together with a lower tax rate of 26% (vs. 31% previ-
ously) and the likelihood of a weaker Rand exchange rate will 
largely help to offset the impact of lower oil and chemical 
prices. Cost savings will be achieved by a reduction in staff, 
reducing supplier costs and wage restraints with manage-
ment incentivized to hit cost savings targets.

The two largest concerns for the market are that of the im-
minent introduction of the carbon emission tax, which is due 
to be released by the government shortly and the resigna-
tion of the CEO, David Constable. Nonetheless, the company 
is actively responding to the lower oil price environment and 
this latest result shows a strong operational performance to-
gether with resilient margins and effective cost control.
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Sasol is still very exposed to macro factors, particularly the oil 
price and the Rand/Dollar exchange rate. A $1 movement in 
the oil price has an R800 million impact on earnings whilst a 
10c weakening or strengthening in the Rand has an impact of 
R606 million on earnings.  Despite these unknown variables, 

Sasol is controlling well the factors within its control. We be-
lieve its US expansion is on track, and doubt that oil prices will 
be permanently stuck at these low levels. On that basis, we 
continue to accumulate Sasol in anticipation of better times. 

It’s that time of year again, when SARS 
requires taxpayers to submit their 
income tax returns.  At the time of 
writing this article, the SARS website 
stated that 2 659 324 South Africans 
had already filed their income tax 
returns for the period 1 March 2014 to 
28 February 2015.  In June’s Intuition 
article, we looked at SARS changes to 
the income tax registration process.  It 
is important to note that not all people 
who are registered for income tax need 

to submit an income tax return.  

Most companies, close corporations, trusts and individuals 
do need to submit an income tax return.  Even if you earn a 
bit of money through a small ‘business’ (like hairdressing for 
your friends) or renting out a small property, you do need 
to submit a tax return.  However if you, as an individual, 
fall into one of the following categories YOU Do not NEED 
TO SUBMIT AN INCOME TAX RETURN even though you are 
registered for income tax.

• The only income you receive is remuneration (e.g. a 
salary or a pension on which PAYE, if applicable, has been 
deducted) from only one source, of not more than R350 
000 for the year.  (If you receive any allowance, such as a 
travel allowance, you DO need to submit an income tax 
return.)  

• The only income you receive is interest, from South 
African sources, totalling for the year not more than:
◊ R23 800 for a person younger than 65, or
◊ R34 500 for a person 65 or older.

• You fall into category 1 or 2 above except for the fact that 
you also received one or more capital gains.  As long as 
the total capital gains or losses are R30 000 or less you 
still do not need to submit a tax return. 

However, should you meet the above requirements, you 

can still submit 
an income 
tax return 
if you wish 
to.  You may, 
for example, 
wish to claim some deductions (such as medical expenses, 
retirement contributions, etc), or you may feel that too much 
PAYE has been deducted.

The deadlines for submission of income tax returns this year 
are similar to last year:

• If you submit your return manually, or go into SARS, the 
deadline is 30 September 2015.

• If you are using eFiling, you are given more time to submit 
your returns to SARS. 
◊ If you are not a provisional taxpayer you have until 27 

November 2015.  
◊ If you are a provisional taxpayer you have until 29 

January 2016.  
◊ The deadline for Trusts is also 29 January 2016.  

• Companies, close corporations and exempt institutions 
have until 12 months after their year-end to submit their 
tax returns on eFiling.

Please do adhere to these deadlines as SARS is becoming 
increasingly intolerant of non-compliance with tax laws.  If 
an income tax return is required, failure to submit it within 
the stipulated time period can result in a penalty or even 
imprisonment for up to two years!  The penalties are charged 
for each month that the return is outstanding and start at 
R250 per month for nil returns and increase as the taxable 
income increases.

If you have any queries about your tax affairs, please feel free 
to contact our tax department and we will be happy to assist 
you.

do you nEEd to submit A 2015 incomE tAx rEturn?

Shelly Moreno
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We are fast approaching another year end. What a year it has been. The world has had to grapple with a Greek tragedy, 
holes in Chinese walls, and indecision in America. Most of us might be glad when 2015 draws to a close – but will 2016 be 
any different? In our next seminar, we will look ahead to 2016 to see what next year might hold for investors. 

Please RSVP to, Clare Mitchell on 033 3302164 or clarem@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. 
Both seminars will take place at Fernhill Hotel.

insiGht seminArs: KZn miDlAnDs & JohAnnesBurG 

natal midlands - morning natal midlands - evening
Topic: Looking ahead: our thoughts on 2016

Date: 1st of December 1st of December
Venue: Fernhill Hotel

Midmar / Tweedie Road
(almost opp entrance to Midmar)

Fernhill Hotel
Midmar / Tweedie Road

(almost opp entrance to Midmar)
Time: 10am for 10.30am 5.30pm for 6pm
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