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Mpact-ed by everyday events

The investment team has frequently communicated through our media channels our core investment
themes as well as the economic and financial market topics of the day. Sometimes we come across
companies who experience all of thes - they fit some or a few of the themes and are facing the challenges
hands-on. The latest results from a listed recycling company on the JSE caught our attention. They are
coping through these cycles and are still confident to invest substantially for the future, not just for the
vears ahead but also into “new” technologies in terms of both alternative energy and “green’ products.

Readers, listeners and attendees of
our seminars will remember that
the HH investment team has written
extensively in Intuition, spoken
on Money Morsel and presented
at Insight seminars on our core
mvestment themes. These themes
form the base for our current research
endeavors and how we think economic
trends will influence financial markets
over the next 3-5 years. The South
African themes include:

e Supported Consumer. For example, the fact that SA
has a social grant system, further supported by the R350
Covid Relief grant, as well as high average inflation-
adjusted salaries.

¢ Reform Optimism. What we have just experienced.
President Ramaphosa’s announcement around the
energy sector/Eskom is a good example of reforms
designed to improve our growth rate.

o Infrastructure. We are starting to see announcements
coming through that will take us from a dismal 13%
of GDP investment contribution potential back to a
level of 20% of GDP. Quite a few examples can be
mentioned, but Transnet’s announcement seeking
private participation for a new deepwater port at
Boegoebaai in the Northern Cape, a mineral-rich area
earmarked for the export of green hydrogen and other
commodities, is a good example. SANRAL has also
embarked on major road upgrades — look no further
than the N3 to Durban.

o Pockets of Excellence. Those companies that are not
countries, ie they continue to perform regardless of
market and economic turmoil.

o Digitisation. The Internet of Things gives scope for
expansion to the likes of online shopping, mobile
companies, and computer companies.

SPEED READ
Over the past 12 months, our research
has focussed on a few themes such as
the “Supported Consumer” and “Reform
Optimism.”
The turmoil across global markets, via
inflationary fears, cost pressures and the
impact of conflict, has made an impact, so

much so that the management of Mpact delve
into almost all of these factors.

Good management, who are forward-thinking
and adapting to the daily changes, shows in the
results of this recycling business.

New growth projects and alternative energy
bring hope to both citizens and shareholders.

The news reminds us daily of the impact of the Russia-
Ukrainian war, hiking of interest rates by almost all countries
due to inflationary concerns and additional fears that supply
constraints are not abating. The visit by high-ranking US
officials to Taiwan — swooping in like they think they are
landing on the moon again - has added another round of
global tension and uncertainty to an already unpredictable
world.

Reading through the latest results announcement by MPact,
I was perplexed that a recycling and packaging company
can mention something on almost all of our themes as well
as the current market forces at play. Before we get there, let
me offer a quick recap on who Mpact is.

In 2011, Mondi demerged Mondi Packaging South Africa
and separately listed the company under the name Mpact.
They are the largest paper and plastics packaging and
recycling business in Southern Africa. Their business
model is uniquely focused on closing the loop in plastic
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CONCISE COMPANY OVERVIEW

Mpact (revenue R12.4bn*)

Recovered paper collection and recycling

Packaging and industrial papers such as cartonboard and
containerboard

Corrugated packaging

Paper bags, sacks and quick service restaurant (QSR)
packaging

Large injection moulded containers and pallets

FMCG containers - personal care, home care and food
packaging

PET bottles and preforms, hot fill bottles, PET jars and
closures

Trays, fast food containers and clear plastic films

The containers or packaging - from your tomatoes to your takeaway coffee, your bleach, and then into your wheelie bin - are recycled
and moulded by Mpact.

and paper packaging through recycling and beneficiation of
recyclables. Collecting more than 500,000 tonnes of paper
and plastic recyclables, they reduce the amount of material
going to landfill sites and promote local beneficiation of
raw materials and support more than 50 small businesses.
The liquid packaging recycling plant recovers more than
24,000 tonnes of used liquid cartons a year, therefore
saving 65,240 m3 of landfill space annually. The company
generates over R12 billion in revenue.

In the opening lines of their
latest media release, the CEQO,
Bruce Strong, referred to
our Supported Consumer
theme by commenting that

Mpact  experienced  good
sales volumes from the QSR
(quick service restaurants),

beverages and courier bags
(home delivery) sectors. His
statement confirms Statistics
South  Africa’s  consumer
spending numbers that consumer spending at restaurants
grew by 6.5% quarter-on-quarter and beverages spend by
2.5% in Q1 of 2022. Mpact’s results are to the end of June
‘22 and therefore we can surmise that perhaps the buoyant
consumer spending on takeaway food has continued into
the second quarter.

Management stated that production of bins and crates was
lower than the prior period as international supply chain
issues caused delays in the arrival of new equipment from
overseas, and in part due to operational issues, impacting
sales. South Africa’s fruit sector experienced slower sales
and exports impacting negatively on Mpact Paper and

“‘Mpact remains confident that
their growth assumptions for both
paper converting and plastic bins

and crates will benefit from this
segment of the agricultural sector”

Plastics businesses. Producers delayed orders as a result
of supply chain and market uncertainties arising from port
constraints in South Africa and sanctions against Russia.
However, the Citrus Growers Association forecast that
citrus export volumes from South Africa will remain
strong into the remainder of the 2022 calendar year. Mpact
remains confident that their growth assumptions for both
paper converting and plastic bins and crates will benefit
from this segment of the agricultural sector.

Looking into the future Mpact
commented as follows: “While
we anticipate the continued
negative impact from ongoing
global supply chain constraints;
market uncertainty arising from
the Russia-Ukraine conflict and
its effect on the costs of energy
and food; and the current cycle
of monetary policy tightening
globally, Mpact will continue
to invest to meet customers’
requirements and extend our innovative product offering.”
How did Mpact come through the last 2 years? The chart
below shows revenue and operating profit on a rolling
12-month basis. Focusing first on revenues, the company
hardly faced a decline despite the factors mentioned above.
However, due to costs and other Covid-related constraints
the profit line did take some “recycling” but was better
than the 2017/2018 period. During this time the company
was faced with scheduled downtime at the Felixton facility
in KZN, soaring paper costs and the impact of a severe
drought.

The last observation is around Reform Optimism and
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Infrastructure. In 2021, Mpact approved over R700
million for growth projects ranging from a new injection
moulding facility, to a new plastic recycling facility
in Brits, and the central Recycling Distribution Centre
in Ekurhuleni, to name a few. What caught my eye in
these results is the renewable energy plans they have to
secure energy supply and reduce costs. The scope of
the installation of solar and inverters has now reached
89MW of completed installations, with another
1.8MW project currently under construction, and a
pipeline of 7MW at some of the new sites. Another
cause for excitement is their new sodium sulphate
purification plant at Mkhondo, Piet Retief. This is a
facility that beneficiates by-products from a pulping
process. The purification of sodium sulphate will replace
imports and product used in the detergent and glass
industries.

Using Mpact as an example, we can in summary say that we
all are in a position to adapt to the challenges of the global
financial and economic systems. What is more exciting is
that despite the negativity around South Africa, companies

MPACT REVENUES & PROFITS
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The world is throwing everything at Mpact, but they manage
to “recycle” the onslaught and deliver resilient revenues, and
improving profits.

are investing for growth which not only benefits the citizens
but also their shareholders.

Dull but important: Mpact manufactures hard plastics such as the ubiquitous wheelie bin found in industrial, commercial and
even private homes across the land.
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Topic: Topic to be confirmed

Natal Midlands

Date: 15th September 2022
Venue: Oasis Conference Centre,
The next topic for our Insight seminars will be announced 72 Main Road, Howick

in due course. Morning Time: 10am for 10.30am

Evening Time: 5.30pm for 6pm

Johannesburg
Date: 20 September 2022
. Venue: Rosebank Union Church, Cnr
n — William Nichol and St Andrews
u H d H . YouTub Road, Hurlingham
LVATC HOUSE 1S 0N TOUTUDE Time: 7am for 7.30am

CONTACT DETAILS: HARVARD HOUSE GROUP

glily
For more information on the range of products and services =
offered by Harvard House Investment Management and its B
associated companies (including Harvard House, Chartered
Accountants), or for any financial advice, please contact the
Company at: @
W

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, Harvard House Insurance Brokers 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 Boutique Collective Investments. Custodian: Standard Executors & Trustees: Tel (021)
007-1500. 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. Boutique
Collective Investments (RF) Pty Ltd (“BCI”) retains full legal responsibility for the third party named portfolio. Boutique Collective Investments
is a member of ASISA 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: Boutique Collective Investments Call Centre, Tel: (021) 007-1500, Email:
clientservices@bcis.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 Boutique Collective Investments, please write to, The Ombudsman, PO Box 74571,
Lynnwoodridge, 0040. Telephone (012) 470 9080/99. Fax (012) 348 3447. Email: info@faisombud.co.za

Performance figures quoted for the portfolio is from Morningstar, as at the date of this document for a lump sum investment, using NAV-NAV
with income reinvested and do not take any upfront manager’s charge into account. Income distributions are declared on the ex-dividend date.
Actual investment performance will differ based on the initial fees charge applicable, the actual investment date, the date of reinvestment
and dividend withholding tax. Performance fees do not apply to any funds managed by Harvard House. The manager does not provide any
guarantee either with respect to the capital or return of the portfolio. A schedule of fees, charges, and maximum commissions are available
on request from the manager.

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)

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)



https://www.facebook.com/HarvardHouseSouthAfrica
https://www.youtube.com/channel/UCMmM_c5RjK5P-IdRN3JOh7A
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