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Stocks in this issue: 
YORK TIMBER HDG. SPEC BUY 

ANGLO AMERICAN PLATINUM ADD 

AQUARIUS PLATINUM SPEC BUY 

LONMIN HOLD 

NORTHAM PLATINUM HOLD 

ROYAL BAFOKENG PLATINUM ADD 

TRELLIDOR HOLDINGS HOLD 

AFRIMAT HOLD 

DAWN HOLD 

PPC FULLY VALUED 

ASTRAL FOODS ADD 

SHOPRITE REDUCE 

HOLDSPORT ADD 

CASHBUILD ADD 

LEWIS GROUP HOLD 

MTN GROUP FULLY VALUED 

EOH ADD 

CAPITEC BANK HOLD 

CORONATION. ADD 

ZEDER INVESTMENTS BUY 

BRAIT SA HOLD 

SYGNIA FULLY VALUED 

WESCOAL SPEC BUY 

GLENCORE HOLD 

SIBANYE GOLD HOLD 

BOWLER METCALF ADD 

SOVEREIGN FOOD INVS. ADD 

Strategy 

 

Global 

-what’s changed? 

the massive panic over China has subsided with further stimulus measures 

and evidence that the ongoing shift from an export oriented economy to 

growth in services and local consumption will facilitate 6% plus GDP 

growth 

-and what hasn’t 

Fed: after referring to emerging market and other uncertainties at its last 

meeting, it is now back to contemplating a hike, possibly, in December: so 

the guessing game continues 

the Eurozone outlook continues to be relatively benign, with markets 

encouraged by Draghi’s latest reference to further stimulus 

South Africa’s chances of avoiding a rating downgrade appear to be still 

intact despite student fees constituting yet another challenge for Minister 

Nene. 

For more detailed comment we draw on the Quarterly Macroeconomic 

Outlook and Asset Allocation presentations by Herman van Papendorp and 

Sanisha Packirisamy of Momentum Investments. 

US 

Robust growth recovery and stable inflation expectations should cause Fed 

to hike rates before long, but investors should expect a modest rate cycle 

given low wages, tighter monetary conditions due to the strong dollar and 

global instability. 
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South Africa 

 

February 2012 

 

Imara S P Reid 

US GDP growth still largely a function of consumer strength 

 

Eurozone 

Lower oil and weaker Euro provide positive short-term GDP 

prospects, while imminent “Grexit” fears have receded for now.  

Nonetheless, still- fragile growth and low inflation suggests QE 

unlikely to end early. 

Recovery slightly more broader-based in 2Q15, but consumer still 

a key driver 

 

JAPAN 

Further stimulus likely due to subdue growth and disappointing 

exports despite a weaker yen as well as renewed deflation fears 

Recent yen rebound and China concerns caused export volumes 

to contract 

 

Japan relatively highly exposed to China and other EMs 
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Japanese price pressure narrowly skirting deflation 

 

EMERGING MARKETS 

No crisis, but growth downgrades likely due to muted global trade 

exacerbated by weak commodity prices, slowing domestic 

demand and tighter financial conditions.  

EM growth forecasts have slid lower outside Asia 

 

Fund managers moving away from extreme pessimism on China, 

but are still on balance expecting a weaker economy in 2016 

 

China accounts for a large share of global commodity 

consumption 
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The reason why EMs have been receiving much more attention 

 

DM share is rising, but EM remains important in the global GDP 

growth stack-up 

 

South Africa Overview 

GDP   

 Marginal uptick in 2016 - inventory-drag reversal, but domestic 

demand remains under pressure  

Consumption   

 Headwinds - real wage erosion + poor jobs growth + weak credit 

+ less favourable wealth effects + rising interest rates  

Investment   

 Headwinds - economic policy uncertainty + load-shedding + low 

demand dampens private intentions  

Fiscal   

 Year-to-date revenues on track (no imminent downgrade to junk 

status) - low economic growth + R63.9 billion wage bill overrun a 

risk in the medium term  

Currency   

 Headwinds - Fed interest rate normalisation + China slowdown + 

emerging market risk + poor macro fundamentals tainting 

investor confidence  

Inflation   

 Pressures rising despite muted growth - risks include currency + 

administered prices + wages  

Interest rates   

 Total of 50 basis points of rate hikes expected in 2016 - stubborn 

inflation expectations + current account deficit to widen + rising 

inflation profile  

Commodities 

The stabilisation of the Chinese economy by no means implies a 

rapid rebound in commodity prices with, for example, Chinese 

steel producers only now beginning to cut back production, which 

declined 8.1% to 609 mt for the first nine months of 2015. 

Capacity remains around 1.2 5 billion tonnes, which 300mt is 

surplus. The graph below supports our view that it is too early to 

increase resources weightings. 
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JSE RESOURCES 

 

Source - I-NetBridge 

The resources sector broad double top resistance level at around 

60,000 points, which materialised over a period of four years, 

served as the trigger for additional downside in the sector. As yet 

there is no evidence of trend improvement although the sector is 

moving within range of the support area which materialised after 

the global credit crisis in 2008. 

JSE INDUSTRIALS 

 

Source - I-NetBridge 

An appraisal of the chart of the industrial sector clearly reveals 

that the overall trend remains decidedly bullish with most 

medium-term trend indicators maintaining a positive bias. The 

overall bullish trendline dominates the sector entirely with no 

evidence of trend reversal as yet. In the short term industrial 

counters are currently exceptionally overbought suggesting some 

marginal profit-taking is likely. 

 

 

US – 10 YEAR 

 

Source - I-NetBridge 

Since carving out a low at around 1.67% in early February US 10 

year Treasury yields have gradually edged higher in response to 

the debate surrounding an initial interest-rate adjustment from 

the FOMC. The generalised resistance area at around 2.00% has 

served as a floor for yields in the US with near-term evidence 

suggesting that the 200 day moving average could gradually edge 

higher. From a technical perspective the 2.30% level on US 10 

year Treasuries represents a crucial line in the sand.  

RECOMMENDATION 

Stay invested in quality industrials and financials. The resources 

turnaround is still a little way off. 
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Stocks 

BASIC MATERIALS 

YORK TIMBER - 250 - money does grow on trees, 

but trees grow slowly 

Price at 05/10/2015  220 

 

  growth FY15 (cps) FY14 (cps) 

Revenue 16.6% 466 400 

Headline eps 107.1% 29 14 

NAV 4.0% 739 711 

Total Debt 32.5% 225.0 169.9 

Cash 74.0% 58 33 

        

EV/EBITDA 9.6 Price/Earnings 8.6 

ROE 3.9% Price/Book 0.3 

Market Cap(m) 828 Dividend Yield 0.00% 

York Timbers has begun a slow journey that should see it 

transform into an efficient operation. Aided by technology 

advancements it should achieve a more complete usage of the 

raw material it produces. It will attempt to achieve this through 

the upgrade and centralisation of its saw mills. This will reduce 

logistics expenditure and ensure maximum plant utilisation in all 

product categories. A particular focus is being put on plywood 

which is priced on an international parity basis and attracts a 

higher margin. Should the project be successful it will be 75% 

debt funded in a ring fenced vehicle. Management assures that 

cash levels will be adequate to cover the balance without the 

need to return to equity markets for a rights issue. Overall we like 

the fact that there have been fundamental changes in the 

business model over the past few years. The Tangible net asset 

value of R7,39ps is far from the R2,20 trading price (at time of 

writing). We therefore see value in the stock with a price to book 

of 0.3x. Supported by a PE Relative valuation, we recommend a 

SPEC BUY. The caveat here lies with international timber prices 

which have echoed the negative sentiment created by the general 

commodity decline, which may be a drag on prices recovering to 

a fair value. The spec in our spec buy is due to liquidity 

constraints and shareholders should take cognisance of the low 

market cap (it is indeed a micro-cap!). 

 

ANGLOPLAT - 24117 - 3Q 15 operational update 

Price at 23/10/2015  26621 

Amplats management advised that the mix of metals returned to 

normal compositions as all mines produced at normal rates. 

Platinum output for 3Q of FY15 increased 14% year-on-year 

(YoY) to 614koz, with production from own mines and tailings 

retreatment operations up 25% YoY to 395koz due to 

Rustenburg, Amandelbult and Union mines ramping up to normal 

production levels. Ongoing optimisation at the Union mine 

resulted in an 11koz quarter-on-quarter decrease in output. 

Operational performance at Mogalakwena remains a highlight, 

production rose 2% to 90koz due to a higher head grade and 

improved recoveries at the concentrator. Rustenburg operations 

increased production to 122koz, while the Union mine lifted 

output to 38koz and Amandelbult to 126koz. Refined platinum 

production rose 33% to 611koz. Production guidance for FY15 has 

been maintained at between 2.3 - 2.4Moz but spending will now 

be around $4bn (previous range, $4 - $4.5bn). Management 

stressed that disciplined capital allocation remained a priority. We 

think that the weak Rand has maintained income at a survivable 

level for most of the local mining houses. With most negative 

news flow largely priced into the Amplats' share price, we 

maintain our ADD recommendation on a platinum equities 

relative basis. 
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AQUARIUS - 241 - hurt by lower PGM prices 

Price at 27/10/2015  238 

Aquarius (AQP) took the painful decision to restructure and is now 

on a more stable footing and should be in a much better earnings 

cycle with positive news likely henceforth. We think AQP is better 

positioned operationally. We upgrade our Hold recommendation 

to a SPEC BUY as we are of the opinion that the company is now 

in a positive information cycle. The other near term headwinds 

(depressed metal prices, challenging labour environment and 

Zimbabwe indigenisation), however, remain. If the Sibanye cash 

offer is successful, we might see some upside movement in the 

AQP share price. AQP is highly geared to changes in metal prices 

and the Rand/$ exchange rate. 

 

LONMIN - 480 - plans to raise $400m 

Price at 21/10/2015  615 

 

Under the constraints of the platinum sector, management is 

trying its best and the business plan affirms that no business 

rescue is needed. It is hard to make an investment case for the 

shares unless one believes in the potential for a strong recovery 

in PGM prices. Cutting out unprofitable oz by 100koz would only 

take out about 2% of market supply and by itself is unlikely to 

impact supply/demand balances unless deficits widen 

significantly. Nevertheless, we think it is a move in the right 

direction for the platinum sector. Long-term, we still expect PGM 

prices to recover from currently depressed levels and this will give 

Lonmin the momentum to simultaneously increase earnings and 

re-start capex projects. Pending the release of more information 

on the rights issue, we maintain our HOLD recommendation but 

lean towards a more speculative position for investors who can 

stomach a bit of volatility. 

 

NORTHAM - 2985 - steady operations 

Price at 01/10/2015  2782 

Management revised its guidance for Zondereinde and now plans 

lower average life-of-mine Merensky throughput. Future 

production from Zondereinde is consequently planned at a 65:35 

UG2: Merensky ratio for 21 years. FY15 reported numbers were 

impacted by multiple BEE deal-related charges and non-core 

asset impairments. In our view, Northam's all-in sustaining costs 

and free cash flow position should improve due to reduced project 

capex on Booysendal and increased production from the 2 mines. 

We expect that positive and improving operating and financial 

results will re-rate the shares. Management also indicated that it 

is looking to M&A opportunities to move the group further down 

the cost curve. The financial strength of the group is therefore 

dependent on stable labour relations, achieving production 

targets and realising metal prices which comfortably exceed the 

cost of production. With a solid balance sheet, management is on 

the lookout for consolidation opportunities in the sector in the 

current depressed PGM price environment. It has reiterated that it 

will consider only opportunities that will help it move down the 
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industry break-even cost curve. Steady and profitable operations, 

a solid balance sheet and robust medium-term growth plans are 

positive attributes but the weak near-term metal price outlook 

forces us to downgrade our recommendation from a Buy to a 

HOLD. 

 

RBPLAT - 2821 - production update 

Price at 19/10/2015  2955 

RBPlat's tonnes milled for 3Q of FY12/15 increased 6% to 725kt 

(3Q 14: 681kt) with UG2 volumes decreasing by 10%. An 

increase in UG2 production to 30% net contribution to tonnes 

milled mitigated the impact of the stoppages on overall 

production. The built-up head grade declined by 3% to 4.15g/t 

(4E) (3Q14: 4.29g/t), slightly impacting on recoveries, with 

overall concentrator recovery reducing to 85.56% (3Q14: 

85.60%). The net 4E and Pt oz output increased by 3% and 2% 

to 82.9koz (3Q14: 80.4koz) and 53.4koz (3Q14: 52.1) 

respectively. Head grade was impacted by an 8% increase in the 

contribution of UG2 tonnes milled and lower grade on-reef 

Merensky development mainly from Phase III and Styldrift I to 

overall run-of-mine tonnes. The development on the UG2 at 

South shaft was deferred to 2017. Management slowed its 

Styldrift project and is now focused on its cash generative 

Boschkoppie mine to preserve balance sheet flexibility in the 

current low metal price environment. We think this is a prudent 

step in the current low PGM price environment. RBP remains one 

of our preferred picks in the PGM space, given its shallow 

Merensky ore body which has 30% more value per ton of ore 

compared to its UG2 reef, operational flexibility, continued project 

delivery, strong balance sheet and proactive management team. 

We maintain our ADD recommendation. 

 

CONSTRUCTION MATERIALS  

TRELLIDOR - 600 - new listing 

Price at 15/10/2015  625 

Trellidor is a well-known company that offers security in a country 

which has a problem with crime and a holding in the company 

makes sense with continued worsening unemployment rates. The 

share will list on a historic PE between 13.2x and 15.4x and which 

is rather pricy considering it is a defensive stock: it offers 

defensive returns even on the upside. One of our major concerns 

is that the margins, which management believes are 

maintainable, attract competitors although this is mitigated by 

innovation as well as the built up brand reputation. The strong 

growth in rural demand, an ever increasing African presence, new 

innovating products and large unutilised capacity are very positive 

for growth. It is hard to compare Trellidor as its major 

competitors are not listed (Xpanda and Maxidor). Trellidor has an 

acquisitive growth strategy, targeting companies of sizes up to 

R100m with PE’s of between 5x and 8x to enhance its product 

basket. We believe at the proposed listing level the stock is 

worthy of a hold and we would be buyers at lower levels around 

the 10-11x PE, as it is a solid company that will offer consistent 

growth and a steady 3.5%+ dividend yield. HOLD.   

 

AFRIMAT - 2486 - trading update 

Price at 21/10/2015  2265 

 

In a trading update statement released on 21 October 2015 for 

1H of FY02/16, Afrimat advised that it expects headline eps to 

increase by between 20 - 25% or to between 73 - 76c (1H 15: 

61.1c) for a rolling pe of 15 - 15.3x. We expect all business units 

to report improved profits. The results will include the full year 
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performance of Infrasors, which Afrimat wants to delist from the 

JSE. We expect that the incorporation of Infrasors will yield new 

revenue opportunities and cost reductions, which would boost the 

performance of the industrial minerals operation. We like the fact 

that revenues from Afrimat's niche products in industrial and 

related markets are both higher margin and less cyclical than the 

traditional aggregates and building materials revenues. We expect 

Clinker and Glen Douglas to continue contributing positively to 

the group's earnings. Backed by a solid balance sheet and 

operations that are strongly cash positive, the group is well 

placed to identify and pursue new opportunities in existing 

markets. Management has an excellent understanding of the 

market and is very good at looking for solutions in a difficult 

environment. It doesn't depend on multi-billion rand construction 

projects to flourish. We nevertheless maintain our HOLD 

recommendation as the share has moved higher in line with 

results and will trade sideways. 

 

DAWN - 460 - Grohe benefits flowing 

Price at 12/10/2015  515 

 

On 12/10/15 Dawn released a trading statement for 1H of 

FY03/16 in which it highlighted that headline eps was expected to 

grow 192% to 210% to between 25.5cps and 30.5cps compared 

to a headline loss of 27.7cps for the 6 months ended 31/12/14. 

This comparison is due to the change in year to align with Grohe 

after the acquisition. Benefits from the Grohe transaction have 

started to take effect and should have more of an impact in the 

2H. This is a pleasing result and backs our upgrade from a 

negative position to a hold in our last report. Management has 

delivered on its promise to achieve efficiencies through 

productivity increases. We remain positive on the Grohe 

transaction and still feel that there are far more advantages to 

come. The company is in a far better position and looks on its 

way to deliver a good set of results for the year. The current 

rolling headline eps still leave it on a high PE but this will unwind 

with the full year results. The second half of the year is known to 

be slow for the cyclical building industry with builder’s holidays 

and as such we maintain our HOLD recommendation until interim 

results which are released on 12/11/16 provide more guidance. 

 

PPC - 1680 -  Sephaku is rocking my boat 

Price at 01/10/2015  1721 

 

PPC released an investor update for the 11 months to August. 

Overall volumes were flat but selling prices in all regions declined, 

mainly due to growing competition. Competition is increasing in 

Mpumalanga and Polokwane, where Sephaku is most active, so 

they have been the worst affected. Increased competition has 

weighed on retail cement prices with average selling prices 

declining 2% and the pricing environment remains highly volatile. 

The trading environment looks a bit opaque with no cement 

volumes catalyst especially in SA where the economy has to grow 

by more than 2.5% for meaningful growth in cement sales. 

Cement demand growth in SA is likely to remain in low single 

digits. We expect the entrance of Mamba in early 2016 to further 

disrupt the SA market, which is still adjusting to Sephaku's 

entrance. Significant input cost pressures could lead to a risk of 

negative operational gearing and possible under-recovery of cost 

inflation. Successful cement price increases are already becoming 

increasingly difficult. Although PPC Zimbabwe is currently a 

dominant player, its position could suffer from increased 

investment in the sector by competitors (e.g. Dangote). We 

expect that PPC's FY15 earnings will be negatively impacted by 

the full impact of the finance charges. Considering the 

competitive environment, the lack of massive infrastructure 
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spend, excess cement capacity and the change in the dividend 

policy we review our Hold recommendation to FULLY VALUED.  

 

INDUSTRIALS  

ASTRAL - 17700 - trading update 

Price at 01/10/2015  17495 

 

On 01/10/15 Astral released a trading statement for FY09/15 

anticipating that headline eps will increase by at least 120% or 

1037cps to at least 1901cps. Eps is expected to increase at least 

115% or 1017cps to at least 1901cps. We have commented 

elsewhere that the American poultry imports are likely to have a 

negative effect on the local industry. The drought which caused 

local maize prices to increase by almost 50% has been offset by 

international maize and soya prices which have been reined in by 

increased global supply. On farm efficiencies have continued to 

bolster results during this period and although there are a number 

of negatives which are likely to affect the stock it offers good 

value at the current level. Astral remains one of the bigger 

players in the industry and chicken is a staple in South Africa and 

likely to remain so due to increased pressure on consumer 

budgets. We believe the positives outweigh the negatives at 

current valuations, on a PE of 8.8x (middle ground) versus RCL at 

13.83x, and recommend adding at these levels with a further 

trading statement expected to provide more clarity on the 

headline growth range. ADD. 

 

 

 

 

SHOPRITE - 14457 - operational update. 

Price at 20/10/2015  14660 

On 19/10/2015 Shoprite released an operational update showing 

that turnover had increased 6.7%. The results came in well below 

expectations and that was evident from the share price reaction. 

Despite this down grade Shoprite remains pricey on a PE of 

around 20x. Non RSA sales account for around 15% and this is 

likely to be the major driver of future growth but currently 

remains a small component. Management nevertheless remains 

very optimistic with the increase in store growth and double digit 

figures achieved in the opening to this quarter. We believe that 

the market is likely to remain tough during the festive season and 

the beginning of next year due to overall market growth and the 

problems highlighted above. We therefore review our call 

downward to a REDUCE until market growth increases or the 

African component shows a more substantial contribution. 

 

HOLDSPORT - 6330 - worth a play. 

Price at 09/10/2015  5750 
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  growth 1H16 (cps) 1H15 (cps) 

Revenue 13.0% 1774 1569 

Headline eps 28.0% 203.8 159.2 

NAV 3.7% 2161 2084 

Total Debt 1.0% 304.2 301.3 

Cash -6.0% 88 93 

        

EV/EBITDA 8.0 Price/Earnings 13.5 

ROE 21.7% Price/Book 2.9 

Market Cap(m) 2731 Dividend Yield 4.50% 

There are a number of negatives starting to build up against 

retailers as many of them are very pricy but Holdsport has shown 

good growth in a very tough environment. It is reasonably priced 

on a PE of 12.3x compared to its Multidepartment peers 

Woolworths and Massmart on PE's of 27.7x and 27.6x 

respectively. Holdsport also offers an attractive rolling yield of 

5%. Holdsport usually has a better second half and new space 

should add significant volume and increased revenues. We do feel 

that a large proportion of this year’s sales growth was due to 

inflation in prices but operating profit was helped by well-

maintained trading expenses which are probably due to increased 

scale. Increased finance income and a marginally lower tax rate 

also contributed to the bottom line. The share is worth holding at 

current levels with improving operating profit margins, a good 

dividend yield and reasonable price outweighing the negatives in 

the current environment. We open coverage with an ADD 

recommendation. 

 

CASHBUILD - 32999 - first quarter operational 

update. 

Price at 21/10/2015  31427 

Cashbuild’s operational update highlighted that company revenue 

increased 13% versus the corresponding period last year. Despite 

the market’s limited reaction to this result we consider it a good 

result with management having highlighted at full year that sales 

had increased 11% for the first 6 weeks. The resultant growth is 

well above inflation and displays that Cashbuild continues to 

expand its market share. The company has done well to grow 

revenue during this tough period and there are a number of 

efficiencies, namely well controlled operating expenses and well 

controlled stock levels which have contributed towards a the 

bottom line growth since the full year. We believe the overall 

South African market will continue to get tougher but the building 

retail segment continues to be an outlier which has benefited 

from the substantial growth in the rural market. The resource 

based African markets have taken a hit due to lower commodity 

prices and these remain under pressure as seen in the numbers 

above. We nevertheless feel that the company still has legs for 

the next while and it remains worthy of an ADD having come off 

a peak of around R350.00. 

 

LEWIS - 5905 - school fees paid. 

Price at 28/10/2015  6209 

 

On 27/10/2015 Lewis released an announcement highlighting 

corrective action taken to refund customers for incorrectly sold 

insurance. The group is refunding R44.1m for the insurance and a 

further R23m due to accrued interest. We are pleased with the 

action taken by Lewis and approve of the timely manner in which 

it was done. Newly implemented IT systems, staff training and 

monitoring as well as more management oversight should prevent 

future mishaps. With news that others in the industry may have 

also mistakenly sold such insurance we hope that the regulator 

remains more vigilant regarding such violations in the future. The 

companies in furniture retail have been under pressure for a while 
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but with the closure of Ellerines we believe the existing market 

has more opportunity to cut costs through scale efficiencies and 

remains in a better position to maintain margins. Currently no 

date has been set for the hearing and Lewis and its insurance 

provider Monarch await the National Consumer Tribunal’s 

confirmation of the pre-hearing date.  We review our call back to 

a HOLD from Avoid based on the timely corrective action taken by 

management. Although fines may still be imposed, the share 

price has largely taken this and the costly corrective action into 

consideration. HOLD until results which are expected in the next 

couple of weeks. 

 

TMT  

MTN - 15438 - too bad to be true? 

Price at 26/10/2015  18200 

 

The Nigerian Communications Commission (NCC) has issued a 

landmark fine of $5.2bn (R70.20bn @ R13.5/$) against MTN 

Nigeria for failing to disconnect subscribers with unregistered and 

incomplete SIM cards within the stipulated time. The fine is N200, 

000 for each unregistered subscriber and is almost 23% of MTN's 

R317bn market capitalisation and $22.31 per subscriber ($83.21 

per Nigerian subscriber compared to ARPU of $4.99). MTN Nigeria 

is currently in discussions with the NCC to resolve the matter. 

MTN last week announced that its Nigerian operation lost 5.1m 

subscribers in 3Q of FY15 to the deactivation of incomplete SIM 

registrations ordered by NCC which led to MTN cutting its full-year 

forecast for subscriber numbers. 

The magnitude of the fine seems extraordinarily high. MTN 

Nigeria made R31.6bn Ebitda in FY14. This comes as a surprise as 

management last week had indicated that its relationship with the 

Nigerian Communications Commission had improved and there 

was a new commissioner whom it described as an understanding 

person. MTN Nigeria's licence is due for renewal in 2016. As 

indicated in our note last week, regulatory restrictions remain a 

concern. We downgrade our recommendation from a Hold to a 

FULLY VALUED due to the Nigerian regulator's actions as we 

digest the implications. 

 

EOH - 15280 - tough times, what tough times? 

Price at 25/09/2015  15269 

 

  growth FY15 (cps) FY14 (cps) 

Revenue 21.6% 7530 6193 

Headline eps 28.6% 575 447 

NAV 54.7% 3488 2255 

Total Debt 29.8% 868.5 669.2 

Cash 38.6% 1352 976 

        

EV/EBITDA 18.1 Price/Earnings 26.6 

ROE 15.7% Price/Book 4.4 

Market Cap(m) 20520 Dividend Yield 0.98% 

EOH still offers great medium to long term value and opportunity 

for growth remains present through market share gains and 

additions through joiners. The potential pool of targets remains 

large, but finding the correct cultural fit is essential in maintaining 

the legacy that has been created. An ever weakening Rand has 

made South Africa a viable and attractive development and 

services hub to the international market. This is likely to spur 

additional foreign revenue generation for the likes of EOH. 

Valuation metrics remain high, but with good reason as we see it. 

Tech is becoming more and more prevalent in everyday tasks 

and, with EOH being software vendor agnostic, changes, updates, 

new-releases or new blue sky products generally get rolled out 

through the likes of EOH. We are maintaining our ADD call on 

EOH and suggest buying the dips where they present themselves. 
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FINANCIALS  

CAPITEC - 59596 - more disruption to come 

Price at 06/10/2015  55600 

Investor funding qualms following the Abil collapse receded 

further with reliance on wholesale deposits declining 6% to 

R10.4bn while retail call savings grew 35% to R21.9bn and retail 

fixed savings grew 23% to R12.8bn. Management noted an influx 

of some 2,000 clients per month from Abil with new clients from 

FNB now more prominent than those from Absa. Market share is 

expected to have grown by another 2% when the next Amps 

survey is announced. Capitec has understandably been re-rated 

since these interims and, in our view, is currently pricing in 

continued growth of 25% per annum. This will emanate the next 

three years from growing market share while, next year, the 

long-awaited credit card should begin to contribute. Much further 

down the line, the challenge of developing a model for SMEs 

awaits management. Meanwhile, at these levels, we recommend 

a HOLD and would look to accumulate at lower levels (52,000). 

 

CORONATION - 7350 - voluntary trading update 

Price at 26/10/2015  7375 

Coronation issued a voluntary trading update on 26 October 2015 

in which it expected headline EPS to be down between 5 and 15% 

on heps for FY 09/14 of 571.6cps. This is in line with consensus 

forecasts in terms of which dividends for FY 09/15 are expected 

to total 494 cps for a yield of 6.7%. Funds under Management at 

R610bn were down 4.1% Sept on Jun (and March) whereas the 

ALSI index was down 3.3%. Taking into account that there would 

normally be inflows, this is disappointing but the market has been 

discounting this and more with the share price having declined 

some 30% since its peak in April. It is possible that performances 

might have been affected by resources weightings. It will be 

interesting to see to what extent local FUM has declined and 

offshore FUM increased. Meanwhile the share has been down 

rated more than enough and we upgrade to ADD pending results 

on 10 November.    

 

ZEDER - 793 - 1 for you, 2 for me 

Price at 26/10/2015  807 

 

As far as the fee goes, we are of the opinion that shareholders 

are paying for the performance achieved on their behalf, and 

ultimately the fee would only be lower if the sum of the parts 

(SOTP) was lower. The performance fee payable in any given year 

is limited to the base fee which, in essence, places a 3% cap on 

the total fee payable in any year. It seems odd to change the 

payment method at this stage of the life cycle given that 

shareholders accepted the fee change 2,5years ago. We await a 

circular in this regard before making a final comment on which 

fee payment structure is more suitable for investors. 

Zeder still appears to be largely in its infancy given the long term 

nature of the broader African agriculture strategy. Overall the 

underlying assets seem well aligned to participate in the full 

agricultural value chain from seed genetics to processed products 

on the shelf. Notwithstanding the global el Niño event that has an 

impact on crop yields, macro-conditions indicate a push towards 
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increased agricultural spending within Africa as the dietary 

requirements of its growing population create additional food 

demand. In this regard having the IFC as a strategic investor in 

Agrivision Africa may yield further benefits from a political 

standpoint as Agrivision continues to expand its footprint of 

irrigated land. 

On a SOTP basis Zeder seems undervalued at a discount of 29% 

to its sum of the parts value assuming a maximum imposed fee of 

3% of the current market cap. We see this as a long term 

strategic holding and believe it remains undervalued given the 

SOTP growth of 13% over sequential periods and the discount of 

28.5%. BUY call maintained. 

 

BRAIT - 15728 - priced for growth. 

Price at 20/10/2015  15050 

 

Due to a substantial movement upwards since our Add 

recommendation at 12738cps we now believe that most of the 

potential upside in Brait has been priced in. The share offers 

diversified holdings but it has primarily bought holdings in well 

established companies with only New Look in our view offering a 

substantial upside. We are of the view that Virgin Active could 

offer upside in the Asian market but China’s slowdown in growth 

has dampened the opportunity somewhat. We have always been 

of the opinion the Iceland Foods is an established business in a 

very tough market and it will be hard for the company to show 

substantial growth despite its niche frozen food play. Brait does 

currently have huge borrowing facilities available to it after paying 

it off its existing debt through its Steinhoff sale. We await with 

great anticipation the next purchase with a view that it is likely to 

be internationally based (outside SA). Brait offers a rand hedge 

component with all its international holdings and this, along with 

its world class management, definitely offers a good reason to 

maintain one’s holding. HOLD. 

 

SYGNIA PRIVATE PLACING - 1600 - targeting 

market share growth 

Price at 05/10/2015   

Sygnia is a specialist financial services group focusing on the 

provision of investment management and administration solutions 

to institutional and retail clients predominantly located in South 

Africa.  

The up to 31.2m shares were offered at 840 cps (R262.3m) and 

comprised about 22.8% of the free float at this price. 

The primary institutional clients span both the private and public 

sector and include retirement funds, umbrella funds, life insurers, 

third party multi-managers, endowments and other special 

purpose funds. The primary retail clients include individual 

members and beneficiaries of retirement funds, as well as the 

wider individual savings market. Sygnia’s principal geographic 

focus is South Africa, where it has been operating in its current 

form since November 2006. Sygnia managed and administered 

assets of R137bn as at 30 June 2015. The bulk of these are 

institutional (R128.8bn) which grew at a compound annual growth 

rate (CAGR) 16.4% from September 2007 to June 2015. Retail 

funds (R8.6bn) grew at a CAGR of 26.9% since September 2012. 

Management is confident it will continue to gain market share and 

mentions Investment Solutions and Old Mutual in particular in this 

regard. Added visibility following the listing is expected to help its 

marketing pitch significantly. 

Taxed profit for the six months to March 2015 was R29.2m while 

the pro forma forecast in the pre-listing statement for the six 

months to 30 September amounts to R29.6m. Although there was 

not much growth 1H15 to 2H15 we believe this could be 

attributed to restructuring and pre-listing expenses. That being 

the case, continued growth of funds under administration could 

possibly lead to 25% growth in taxed profits to R70.6m in FY 

09/16. Together with interest after tax on the capital raised of 

R232.5m of around R12.6m this could amount to taxed FY 16 

earnings of R83.2m or some 60.7 cps. This in turn implies a 

forward PE of 26.4 x. The anticipated dividend cover of between 

2.0x and 1.5x implies a forward DY of between 1.9 % and 2.5%. 

The listing was well supported due to the limited size of the 

placing and was 19x oversubscribed. FULLY VALUED . 
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SNIPPETS 

SOVEREIGN - 800 - trading statement 

Price at 29/09/2015  803 

Sovereign’s post year end trading update highlighted that 

headline eps for 1H of FY02/16 is expected to increase 210% - 

230% to between 87.1cps - 92.7cps. This result comes in well 

above expectations with the Reuter’s consensus expecting only 

118.6cps for FY15 requiring 2H heps of 28.6cps (2H15: 75.2cps) 

and puts Sovereign on a PE of 4.9x. The stock is now priced well 

below its peers with Quantum priced on a PE of around 11x and 

Sovereign has declared its intention to pay dividends at 3x cover 

which should result in a very pleasing dividend yield at its current 

price. Although it is likely to face some headwinds from imports 

as well as increased costs, the company has found its feet. 

Sovereign’s strategy of higher margin product has produced 

results, with FY15 results having shown an improved balance 

sheet with lower debt levels and improved operating cash flow, 

we believe the stock is well worth adding to at these levels. ADD. 

 

GLENCORE - 2348 - call update 

Price at 28/09/2015  1646 

Since our recent note, sentiment regarding the resources sector 

and the Chinese economy has taken a turn for the worse and a 

number of investment banks are saying that Glencore needs to 

come back to the market to raise more equity (others are bullish 

but seem to be in the minority). Some have pointed out that if 

spot commodity prices decline another 5%, it could lose its 

investment-grade rating in which case, they say, it would be 

"game over" for the company as its debt costs would rise 

considerably and counterparties could well choose to close their 

positions. Looking at the sensitivity table provided at interims, it 

is indeed so that spot prices have fallen between 5 and 11% since 

the half-year end. Nevertheless, what does not appear to have 

been mentioned, is that the sensitivity table also shows the effect 

of changes in the Australian, Canadian and South African 

currencies (between 4  and 10% down) and these will go a long 

way to compensate. Notwithstanding this, the present level of 

negativity motivates us to recommend a HOLD pending further 

restructuring or evidence that the Chinese economy is stabilising. 

 

WESCOAL - 120 - trading update 

Price at 19/10/2015  123 

 

The Mining division's 1H16 was negatively impacted by the 

absence of long term Eskom contracts. Efforts to conclude long 

term Eskom coal supply contracts continue. Long term contracts 

for the Intibane and Khanyisa collieries are dependent upon the 

granting of regulatory permits including water use licenses. We 

think that conclusion of long-term Eskom contracts must be 

management's priority as Eskom contracts provide a steady 

offtake and a modest profit margin, and the contract can be used 

to apply to a bank for finance. Eskom will only sign new long-term 

coal contracts with companies that are 50%+1 share black-

owned. Wescoal is 31% black-owned. Management has 

undertaken to put the necessary empowerment in place by 
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December 2016 and this has enabled it to resume negotiations on 

contracts with Eskom. Given Eskom's insatiable demand for coal, 

we maintain our SPEC BUY recommendation for investors who 

can stomach a bit of volatility as Wescoal is in a growth phase 

and seems to have a lot to offer in the medium to long term. 

 

SIBANYE - 2331 - Aquarius Platinum cash offer 

Price at 06/10/2015  1974 

Sibanye Gold continues its push into the platinum market with the 

proposed acquisition of Aquarius Platinum. This follows Sibanye 

buying up Anglo American's Rustenburg platinum assets. It has 

made a 266cps offer for Aquarius, a 52% premium to the 5 

October 2015 close, which values the platinum miner at around 

R4bn. Aquarius's main asset, the Kroondal Jv with Angloplat, is 

near the Angloplat assets recently acquired by Sibanye which 

gives the transaction strong strategic and financial rationale. The 

transaction will also give Sibanye a base in Zimbabwe, through 

the Mimosa Jv with Impala Platinum. For Sibanye shareholders, 

the R4bn acquisition price, if one considers cash on the balance 

sheet of Aquarius ($196m at FY15 end), means Sibanye is buying 

the operations of Aquarius on the cheap which makes us think the 

deal is positive for Sibanye. We remain wary, however, of the SA 

resource players in their difficult labour and regulatory 

environment. Sovereign and regulatory risks remain significant 

concerns for Aquarius as management indicated that it is facing 

political and regulatory uncertainty in Zimbabwe. With these 

ambitions and headwinds from unions and the government we 

think the R1bn 'pledged' dividend might be at risk. HOLD 

recommendation maintained. 

 

 

BOWLER - 889 - further trading statement 

Price at 29/09/2015  894 

 

On 29/09/2015 Bowler released a further trading update for 

FY06/15 in which it highlighted that continuing headline eps is 

expected to increase 20% to 40% to between 83.0cps and 

96.8cps (FY14: 69.14cps) with continuing eps is expected to 

increase in the same proportion to between 81.3cps and 94.8 cps. 

Total headline eps is expected to increase 20% to 40% to 

between 89.9cps and 104.9cps with total eps expected to 

increase 280% to 300% to between 278.5cps and 293.2cps. This 

would see Bowler’s PE unwind to between 9.2x and 10.8x. With 

the restructuring done Bowler will be able to focus on its core 

Plastics Packaging sector and we should see an improved margin 

both here and in SoftBev. Although the packaging sector 

continues to be very competitive, focussed niche players have 

found growth. Bowler has worked itself into a strong position with 

solid segments and we recommend accumulating at this level. We 

do nevertheless also consider Transpaco and Mpact good 

purchases in this sector and worth accumulating. ADD with 

results due very soon (considering 30 September is the date by 

which the company has to report).  
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Sub Saharan Africa (SSA) 

Nigeria FMCG share price collapse an 

opportunity to pick quality 

12m Share Price Performance 

 

Source: Bloomberg 

Selected recent company commentary 

 

Nestle Nigeria 

The company recorded revenue growth of 5.20% to NGN 

108.00bn from NGN 103.00bn for the 9-month period ended 30 

September 2015 despite a challenging business environment and 

continued weak consumer sentiment. With the challenge of 

growing volume and managing costs, the company remained 

focused on investing more into its key brands to drive value for 

consumers while also refocusing efforts around sales and 

distribution activities.  Net profit for the period improved 2.25% 

to NGN 17.2bn from NGN 16.9bn despite higher input costs 

resulting from the devaluation of the naira and higher financing 

costs.  

 

PZ Cussons 

The Nigerian arm of British personal care company PZ Cussons 

reported a 32.10% fall in net profit from NGN 555.5m to NGN 

377.2m after revenue declined 0.44% to NGN 14.95bn from NGN 

15.0bn during the three months ending 30 August 2015. Revenue 

was generally flat despite adverse economic conditions and 

increased competition. The net profit drop was attributed to 

significant exchange losses that were realised due to the 

devaluation of the naira during the year. Management remains 

positive on the group’s prospects as the company rationalises its 

operations to mitigate the operational challenges. To this effect 

management is in the process of optimising its supply chain 

processes. 

 

UNILEVER 

Unilever Nigeria’s results for the quarter ended September 2015 

showed a 2.13% decline in revenue to NGN 42.7bn from NGN 

43.6bn in Q3 14. Despite the lower revenue the company 

recorded a significant turnaround from its loss making position in 

Q2 to record a profit after tax of NGN 55m for the quarter. Cost of 

sales increased marginally by 3.73% in September quarter 2015 

to NGN 27.8bn compared to NGN 26.8bn recorded in the 

corresponding period in 2014.  Management has said the results 

show the company has some resilience in tackling the growing 

drop in the purchasing pattern of consumers amidst other 

extraneous factors, a situation that has led to an increased 

reduction in profit for most companies in Nigeria. Management 

highlighted that conditions are improving and we could start 

seeing a recovery early in the New Year. “Although Unilever 

Nigeria continues to operate in a tough environment, we are now 

beginning to see momentum behind enhanced costs and 

operational efficiencies. Unilever Nigeria remains focused on its 

short and long term growth ambitions with clear emphasis on cost 

and operational efficiencies…”, read the results commentary. 

 

Outlook 

The Nigerian macroeconomic environment remains challenging 

with the currency and consumers under pressure from low oil 

prices. The political stability brought about by the election of 

Mohammadu Buhari has brought a level of policy certainty. The 

long term fundamentals of the FMCG sector in Nigeria remain and 

we advise focus to be on companies with strong defensive brands 

that have few substitutes and low price elasticity. 
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Top Picks  

Valuations & Recommendations 

  
Mkt Cap  PER(x) 

PER + 
1(x) 

EV/Ebitda P/BV DY CALL 

PZ  $495.94 23.93 23.93 11.34 2.35 3.30% ACC 

Cadbury $189.09 53.33 49.6 11.44 3.8 3.60% REDUCE 

Nestle $3310.81 36.07 35.63 18.89 16.32 2.80% HOLD 

UACN  $251.64 10.34 8.51 4.85 0.48 7.10% BUY 

Unilever  $769.51 56.15 136.13 20.51 19.05 1.70% SELL 

DangFlou  $63.70 N/A N/A -36.2 N/A 0% SELL 

FlourMil  $285.56 10.25 7.41 7.06 0.62 7.30% BUY 

Source: Bloomberg 

At current valuations, most of the stocks look expensive based on 

trading earnings multiples, a factor more of the low earnings and 

higher input costs on the back of the currency challenges. We 

believe that at these levels FLOUR MILLS NIGERIA (down 71.4% 

in the last 12m), PZ CUSSONS (down +35.2 in the last 12m) and 

UACN (down 62.6% in the last 12m) offer very good long term 

entry levels. 

 

 

 

 

 

 

 

 

 

 

 

 

 

Plain English – market speak translated 

 

ALSI – All Share Index, AUM – Assets Under 

Management,  BOP – Balance Of Payments, BEE – Black 

Economic Empowerment, CGT – Capital Gains Tax, CPS – 

Cents Per Share, CAGR – Compound Annual Growth 

Rate, DCF – Discounted Cash Flow, DY – Dividend Yield, 

EBITDA – Earnings Before Interest, Tax and 

Depreciation, EV/EBITDA – Enterprise Value to EBITDA 

ratio, EPS – Earnings Per Share, EV – Embedded Value, 

(F) – Forecast, F1 – One Year Forward, FDY – Forward 

Dividend Yield, FPE – Forward Price Earnings Ratio, FY 

12/14 – Financial Year ending December 2014, 1H – First 

Half,  HEPS – Headline Earnings Per Share, HOH – Half 

On Half, IT – Information Technology, Mkt Caps – Market 

Capitalisation i.e. price of share multiplied by number of 

shares issued, NAV – Net Asset Value, PE 10x – Price to 

Earnings ratio of 10 times, PEG ratio – Price Earnings 

ratio to Growth rate, PV – Present Value, 1Q or 2Q – First 

or Second Quarter, PPP – Public-Private Partnership, ROE 

– Return On Equity, ROEV – Return on Embedded Value, 

TNAV – Tangible Net Asset Value, YOY – Year on Year 
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Core Equity Portfolio 

Sector New ALSI Our Holding 

Weighting   

OIL & GAS  0.0% 0.0%   

BASIC MATERIALS 17.2% 6.9%   

Chemicals 3.7% 1.3% Sasol 

Forestry & Paper 2.5% 0.0%   

Industrial Metal 0.1% 0.0%   

Diamonds & General Mining 8.7% 3.6% Billiton 

Gold Mining 1.4% 2.0% Pan African 

Platinum 0.7% 0.0%   

INDUSTRIALS 5.6% 14.1%   

Construction & Materials 0.4% 0.0%   

Gen Industry, Pack, Engineering 4.2% 9.5% 4.9 Remgro 4.7 Bidvest  

Electronic & Electrical Equipment 0.2% 0.0%   

Transportation 0.8% 0.0%   

Support Services 0.1% 4.5% 2.4 MMG 2.2 Torre 

CONSUMER GOODS 28.1% 13.2%   

Tobacco 3.3% 0.0%   

Beverages 11.6% 0.0%   

Food 1.9% 6.0% 3.3 AVI   2.8 Tongaat 

Autos+Personal & Household goods 11.1% 7.2% 5.7 Steinhoff 1.6 Richemont 

HEALTHCARE 3.5% 9.0% 2.3 Aspen 4.5 Mediclinic 2.3 Adcock 

CONSUMER SERVICES 17.1% 3.3%   

General Retailers 5.3% 3.3% 1.7 Mr Price 1.6 Woolworths 

Media 11.3% 0.0%   

Travel & Entertainment 0.5% 0.0%   

TELECOMMUNICATIONS 4.8% 6.2% 4.2 Vodacom 2.0 MTN 

FINANCIALS 23.2% 42.8%   

Banks 7.0% 10.1% 5.2 RMBH 4.9 Standard Bank  

Non-Life Insurance 0.1% 0.0%   

Life Assurance 5.7% 8.9% 2.2 Discovery  2.7 RMI 2.4 Sanlam 1.6 Old Mutual 

Real Estate 6.0% 3.9% 2.5 Hyprop 1.4 Redefine Int. 

Gen Financial & Inv instruments 4.5% 19.9% 1.6 Sasfin  4.3 Investec  7.1 Reinet 2.6 PSG 2.2 
Zeder 2.2 Transcap 

TECHNOLOGY  0.4% 4.5% 3.1 EOH 1.4 Adapt IT 

TOTAL 100% 100%   

Movements: During the month of October the Core Equity Portfolio increased 4.99% while the All Share increased 6.00% (both calculations 
exclude ordinary dividends). Glencore was sold and the proceeds were used to add to Adcock. Since inception in October 2003, the Core 
Equity Portfolio has appreciated by 681.7%, while the All Share has appreciated by 486.6%. 


