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With little change to the general outlook since last month we highlight
some themes within that framework, including some from a recent BCA
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presentation.
Equities remain relatively good value globally and we would recommend
being overweight (relative to benchmark) Eurozone and Japanese stocks
and underweight US.

Don’t Fight the Fed!
Instead of simply heeding this old market warning, endless reams of
sophisticated comment have emanated in recent years from market
players (including ourselves!) as to what the effect of the Fed hike will be.
One widely held view currently is that equity markets will continue higher
since the Fed will have seen that the economy is now, at last, forging
ahead so strongly as to need tempering.

BCA, for one, however, disputes this review, having dredged the data
comprehensively and come to the conclusion that the outcomes are
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random. One should rather look to the outlook for margins with a firmer
labour market, the extent to which share prices have been boosted by
share buybacks, financed courtesy of ultra-cheap credit etc. In short,
caution is indeed warranted as evidenced by the long-term chart below.
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US 10 YEAR TREASURY vs SP 500

The relationship between global commodity prices and the
greenback is well illustrated by the above chart which tracks the
relationship between the CRB Index (green) and the USD (red).
Although correlation is not perfectly synchronised there is clearly
a strong coincident relationship between commodity prices and
the value of the US unit. The dollar remains well bid on global
markets implying further strength for the currency which,
naturally, strongly suggests additional headwinds for global
commodity prices.

This is perhaps the most significant chart for the overall global
investment environment as it reveals the inverse relationship
between US 10 year Treasury yields (red) and the S&P 500
(green). Since reaching a yield level of just over 15% in the early
80s yields in the US have edged lower. The long-term bull market
in equities commenced within months of the initial contraction in
yields and has remained in place despite meaningful value
retracements. US 10 year Treasury yields are currently just on
2% with limited room for downside from current levels. A reversal

Overproduction

in this 35 year trend in yields would undoubtedly inhibit
investment returns from equities in the years ahead.

Commodities
The magnitude of overproduction of steel and aluminium, inter
alia, by China’s state owned enterprises in the wake of the Great
Financial Crisis continues to unfold, accompanied by continued
weakness in the price of iron ore, copper and other commodities
produced to meet China’s seemingly endless appetite.

CRB INDEX /DOLLAR

Capacity shuts and production cutbacks remain few and far
between across the spectrum of bulk commodities such as oil,
iron ore and coal, base metals such as copper, as well as the
PGM’s. In some cases, like iron ore, new supply continues to
come on-stream. While talk of iron ore and oil prices around $20
per tonne/barrel is typical of the excessive pessimism at market
bottoms and is reminiscent of equally extravagant projections at
market tops (remember forecasts of $200/barrel when crude was
$150?) signs of bottoming remain scarce.

Platinum Group Metals
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Assore, iron ore, manganese ore

INDIA (SENSEX) VS BRAZIL (BRSP)

The disparity of economic performance between individual BRIC
countries is well illustrated by the performance of the SENSEX vs

What oil windfall?

the BRSP with the Brazilian market contracting by more than 40%

While the oil slump has been positive for the global economy

corresponding period. From a trend perspective the SENSEX is

since there are more consumers than producers, the effect has

likely to deliver further upside while the negative impact of

been muted for several reasons: the economies of major

weaker global commodity prices remains an inhibiting factor for

producers such as Russia and Nigeria have taken a hit with

the BRSP.

repercussions (including for SA retailers in Nigeria), while debt
laden consumer nation governments have either reduced
subsidies or boosted state coffers with fuel taxes as in our own
case. In the US, the indications that some of the benefit has gone
towards healthcare. The benefit in Europe and Japan has,
however, been more discernible.

since 2012 while the Indian market has added 52% over the

Inequality
While the SA Gini coefficient of 0.65 is cause for concern, the BCA
has pointed out that the median income in the USA is $51,000
per annum but that for black Americans is only $37,000 as
against $64,004 for whites. Quite apart from socio-political

Low real interest rates

implications, the fact that the affluent save more has been a

Despite the imminent Fed hike, which will be followed by a peak

Financial Crisis (GFC). The growing trend in inequality had

much lower than on preceding occasions, deflationary forces,

probably commenced earlier than that but was disguised by the

including the above-mentioned commodity prices, point to a

Clinton Administration driven lending spree.

prolonged era of low real interest rates globally. We would not be
surprised to see the SARB changing direction later next year.

major factor in lacklustre US consumption growth since the Great

Digitisation

Emerging markets

Several commentators hold that digitisation destroys demand:

Emerging markets (EMs) remain generally in disfavour with

steadily from over 26% of GDP in the early 80s to around 18% in

imminent rate hikes by the Fed already having led to much

2010, before recovering to less than 21% in 2015. Cloud services

disinvestment. There is however an increasing tendency to

depress capex as servers replace structures etc.

discriminate between those EMs which are embarking on
economic reforms, to a greater or lesser extent, such as Taiwan,
Korea (IT sector), India, Hungary, Philippines, Czech Republic,
Mexico and China and those which aren’t, such as Peru, Malaysia,
Indonesia, Turkey, Korea (excluding IT and banks), Brazil,
Colombia and South Africa.
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certainly, in advanced economies, business investment declined

Population Trends
Whereas the average US worker in 1960 retired at 60 and was
dead within 6 months, retirement ages are creeping up and
people are living an average of 19 years after retirement the last
10 years of which are a boon to the healthcare industry! The

recent change in the Chinese birth control policy will do nothing to

however, it seems that Richemont has dodged some bullets as it

stem the growth of the ailments similar to those of the

reported this month that growth had resumed in mainland China,

industrialised world over. Investors want to be overweight

lifted by retail sales through its own boutiques.

healthcare!

Europe and Japan

Meanwhile, back home!
….all is dire as usual with business confidence and other

Better margins and valuations, together with the likelihood of

indicators, emphasising near recession conditions. Obviously this

central bank support, in contrast to the US, make equities in

has implications for JSE listed companies, few of whom are

these regions relatively attractive.

immune. It’s just that, with international earnings growing

DAX / NIKKEI

steadily, many of them remain investable, including in the eyes of
foreign investors, who appreciate high levels of corporate
governance. They are also, of course, concerned at the lack of
leadership to take the economy out of the prevailing mire of
corruption and stagnation. Purely to give context, it is worth
noting that, given optimal economic management, the number of
JSE listings and quantum of profits could well be a multiple of
present levels. Meanwhile, stay invested, but keep some powder
dry and watch this space!

The overall trend for European equities as illustrated by the DAX
and the Japanese market continues to be well supported and,
from an overall trend perspective, both of regions exhibit
medium-term technical characteristics which are superior to the
US. In the quarters ahead, the relative outperformance of Europe
and Japan against the US is likely to persist.

Luxury goods
Following on the anticorruption campaign, Chinese consumers
have matured with the preference moving to satisfying personal
tastes rather than the desire to impress with big-name brands.
The result is that growth in Chinese spending on luxury goods,
which soared to around 30% of the global total from 3% in 2004,
has ground to a halt. Third-quarter 2015 Asian sales were
markedly down for LVMH, Burberry, Prada, Gucchi and Hermes
with the latter two declining some 20%. Many of them are
scrambling to reduce the number of retail outlets opened on
erroneously optimistic growth and consumption forecasts.
According to the Bain & Co. luxury spending in China fell 1% last
year and would be down again by 2% in 2015. Added to all this is
growth in home-grown luxury brands appealing to Chinese
heritage: watch for the first brand to claim unbroken descent
from suppliers to the Emperor in 1420! For local investors,
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GFIELDS - 3637 - a South Deep in the room?

Stocks

Price at 25/11/2015

3585

BASIC MATERIALS
ANGGOLD - 9399 - quality assets and capable
management
Price at 25/11/2015

9500

Growth

3Q15

2Q15

Gold Produced Koz

4.1%

557

535

Gold Sold Koz

2.5%

576

562.1

All-in Sustaining Costs $/oz

-7.8%

948

1028

Price received $/oz

-6.0%

1103

1174

Headline eps US cps

0.0%

3

3

Growth

3Q15

2Q15

Gold Produced Koz

-3%

974

1007

Gold Sold Koz

-5%

954

1000

All-in Sustaining Costs $/oz

1%

937

928

Price received $/oz

-6%

1123

1192

increased volumes and grades. Australian assets also formed the

Adjusted Headline eps

-317%

-13

6

backbone of the group's performance. Management is still

Total gold production increased by 4% to 556.7koz (2Q15:
534.7koz) mainly due to higher production from all operations
except Cerro Corona, Tarkwa and St Ives. South Deep production
increased by 42% to 54.9koz (2Q 15: 38.7koz) mainly due to

optimistic that the group remains on track to achieve its
production guidance for FY15 of approximately 2.2Moz. AISC are
Operational performance was strong with production coming in
better than market guidance. Management guided towards FY15
gold production of 3.8- 4.0Moz (3.8-4.0Moz previously) which
looks achievable at total cash costs of $720 - 770/oz ($770 820/oz) with all-in sustaining costs of $950 - 980/oz ($1,000 1,050/oz). Guidance for 4Q15 is between 900- 950koz at total
cash costs of $720 - 770/oz and includes reduced production from
Obuasi. Full year capex has been budgeted at $900m ($900m $1bn). Management has warned that 4Q15 earnings will be
distorted by year-end accounting adjustments. Operationally, 3Q
results are good but we think the low gold prices are the biggest
challenge to the industry. AngloGold has quality assets and
capable management which has shown that it can implement
sound cost containment and debt reduction policies and address
problematic operations in its portfolio. Management recently
signed an investment agreement with Randgold to potentially
form a joint venture to redevelop the Obuasi gold mine in Ghana.
Obuasi is a large-scale, high-grade gold deposit with reserves of
+5Moz and more in convertible resources. ADD recommendation
maintained on a gold sector relative basis.
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forecast at $1,035/oz ($1,055/oz previously) and all-in costs of
$1,055/oz ($1,075/oz previously) which is lower than that
achieved in FY14. The group's priority remains to deliver South
Deep. The 3Q report gave a big boost of confidence that South
Deep could be in the process of a turnaround but the uncertainty
in execution of production and cost target at South Deep remains
a drag on the company's rating. 3Q has been good for South
Deep with a cash burn rate of R266m (2Q15: R330m) and one of
the biggest challenges faced by South Deep is the rate at which
the mine is burning through cash. Management says it expect 4Q
at South Deep to be even stronger than 3Q. A strong operating
performance could lead to a substantial improvement in free cash
flow. The Group's other mines are performing at or better than
plan and achieving a targeted 15% free cash flow margin.
Significant inroads have been made in aligning the Group's cost
profile to accommodate a lower gold price environment but we
maintain our HOLD recommendation.

CONSTRUCTION MATERIALS

HARMONY - 919 - restructuring paying off?
Price at 05/11/2015

1020

AFRIMAT - 2800 - strategy paying off
Price at 10/11/2015

Growth

1Q16

4Q15

Gold Produced Koz

9.6%

281

257

Gold Sold Koz

5.1%

281

268

All-in Sustaining Costs $/oz

-9.6%

1115

1233

Price received $/oz

-5.2%

1133

Headline eps cps

-372.7%

-120

2700

Growth

1H16 (cps)

1H15 (cps)

Revenue

-1.9%

694

707

1195

Headline eps

24.4%

76

61.1

44

NAV

13.0%

671

594

Gold production increased 10% to 281.39koz (4Q15: 256.47koz)

Total Debt

-8.9%

152.1

166.9

mainly due to an 8% improvement in underground tonnes milled

Cash

109.7%

54

26

EV/EBITDA

10.9

Price/Earnings

18.6

EBITDA yield

9.1%

Price/Book

4.2

Market Cap(m)

4011

Dividend Yield

1.89%

to 1.54Mt (4Q15: 1.43Mt) and an 8% improvement in recovered
grade to 4.99g/t (4Q15: 4.61g/t). Total production in 1Q16
exceeded

average

quarterly

production

guidance

by

6%.

Management anticipates a substantial operational recovery at
Kusasalethu, Tshepong and Phakisa in FY16 and has guided for
production of 1.1Moz at all-in sustaining cost of R435,000/kg (or

The Afrimat results are at the top end of guidance, showing the

$1,080/oz at a rand/dollar exchange rate of R12.50/$). SA capex

resilience of geographic and product diversification. Management

has been guided to R2bn (FY15: R2.35bn) in FY16, comprising

expects the current subdued business climate to continue but we

capital development of R1.37bn (FY15: R152bn), maintenance

expect Glen Douglas, Clinker and the traditional aggregates

capital of R451m (FY15: R591m) and project capital of R185m

business to continue performing, while Cape Lime adds further

(FY15: R236m). Harmony's restructuring efforts across its SA

diversity. The group's growth will remain driven by the successful

operations delivered good results in 1Q16, with the group on

execution of its proven strategy. Management points to improved

track to meet its FY16 production guidance. The improvement of

market conditions, advanced age of the SA national road network,

grade performance and an increase in the generation of free cash

paved road network conditions and increasing National and

flow from underground operations amid well-managed costs is a

provincial road expenditure. In its presentation, it compiled 2

welcome development. We take note of the company's best

graphs from the government budget, illustrating high levels of

efforts at restructuring and driving efficiency and it looks like

expenditure on water and sanitation, human settlement grants

management is growing profitable production and reducing

and provincial and national roads. These are all areas where it

marginal ounces. The group must continue to deliver the

hopes to benefit. The balance sheet is relatively strong with low

underground grade improvement and has to contend with

debt levels, which positions it well for selective acquisitions and

operational challenges in SA. The current Rand gold price is fairly

green fields expansion. Afrimat is a quality business with modest

healthy as, in our view, Harmony is more of a currency play on a

and shareholder friendly management while ongoing earnings

weaker rand. Nevertheless we recognise the opportunity it has to

growth has made the stock a consistent performer. It is uniquely

improve

positioned to take advantage of any infrastructure growth aided

the

quality

of

its

business

recommendation from Fully Valued to HOLD.

and

change

our

by its superior mobility which frees the group to take advantage
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of opportunities as and when they arise. We maintain our HOLD
recommendation

INDUSTRIALS
BELL - 810 - trading statement.
Price at 20/11/2015

PPC - 1726 - Mamba to do a Sephaku?
Price at 25/11/2015

687

1660

On 20/11/2015 Bell released a trading statement for FY12/15 in
which it highlighted that earnings per share were expected to
Growth

FY15 (cps)

FY14 (cps)

increase at least 100% to around 134c (FY14: 67c). Headline eps

Revenue

2.2%

1734

1697

are expected to increase by at least 160% to 127c (FY14: 49c).

Headline eps

-19.0%

145

179

Management highlighted that the construction sector contracted

NAV

45.8%

503

345

Total Debt

35.0%

1562.9

1157.6

Cash

27.6%

136

107

EV/EBITDA

6.6

Price/Earnings

11.9

dampen the growth potential of the company in the short term.

EBITDA yield

15.2%

Price/Book

3.4

Results were enhanced by foreign currency gains and increased

Market Cap(m)

10291

Dividend Yield

3.30%

again during the period but it was taking action to mitigate this.
Bell’s right sizing and cost cutting helped to improve results 2H14
which showed a loss. 2H continues to be far slower than 1H and
will account for around 21% of FY15 earnings. The commodity
and construction sector remain under huge strain and will

penetration of the North American market. The North American
market offers a rand hedge component or an opportunity to take

The trading environment looks a bit opaque with no cement

market share with more reasonable pricing. With the good

volumes catalyst and the impact of new capacity coming on

improvement as well the very reasonable price of Bell, we

stream which is likely to force cement prices down across the

upgrade to a SPEC BUY with the current environment somewhat

continent. Cement demand growth in SA is likely to remain in low

risky.

single digits and the entrance of Sephaku and Mamba Cement will
see the decline in margins intensifying. 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 FY16 earnings will be
negatively impacted by rising finance, depreciation, restructuring
and

project

related

costs.

Considering

the

competitive

environment, the lack of massive infrastructure spend, excess
cement capacity and the change in the dividend policy we
maintain our FULLY VALUED recommendation.
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INVICTA - 5070 - trading statement.
Price at 05/11/2015

5800

On 04/11/2015 Invicta released a trading statement for the 1H of

take a knock with the drought and share prices in the sector have

FY03/16 in which it highlighted that profit attributable to ordinary

adjusted accordingly. Tongaat offers a play on land development

shareholders is expected to increase by between 15% to 20% or

with this sector contributing more than a third of operating profit.

R32.6m to R43.4m (1H15:

R217m). Normalised headline eps,

This has offered Tongaat a lifeline and prevented further

which accounts 16/02/2015 R2.25bn rights issue and 02/02/2015

downside in heps due to the sugar operations. Although we like

R1.5bn special dividend, is expected to decrease 5% to 10% or

Tongaat’s offering and continue to believe the land component

11.3cps and 22.6cps off a restated base of 226cps. Headline eps

will offer great returns, the drought is expected to have negative

is expected to decrease 30% to 35% or between 87.6c and

effects not only on the remainder of the year but also on next

102.2c (1H15: 292c). The board has proposed an interim

year’s crop. We downgrade Tongaat to a HOLD until the sugar

dividend using a cover ratio of 3.5x based on normalised

market shows some signs of recovery.

attributable earnings. The result came in below expectation but
the normalised figure shows resilience considering the slowdown
in mining, construction and farming. Now that the restructuring is

RETAILERS

out of the way we expect the next result to look a lot cleaner. The
share price has largely taken into account the tough market
conditions and Invicta is now priced on a rolling PE of just over
9x. The most recent acquisitions are a positive sign that the

MR PRICE - 20298 - one-off slip?
Price at 20/11/2015

19700

market may be bottoming and should provide a more resilient
and extensive offering. We await more clarity and maintain our
HOLD recommendation.

TONGAAT - 9975 - trading statement
Price at 05/11/2015

11793

growth

1H16 (cps)

1H15 (cps)

8.1%

3587

3318

Headline eps

15.2%

427.6

371.1

NAV

15.2%

1907

1656

Revenue

On 04/11/2015 Tongaat released a trading statement for the 1H
of FY03/16 in which it highlighted that operating profit was
expected to decrease 9.9% to R1.36bn (1H15: R1.51bn).
Operating cash flow was down to R2.3bn from R2.4bn, with the

Total Debt

0.0%

0.0

0.0

Cash

0.9%

836

828

EV/EBITDA

14.7

Price/Earnings

ROE

48.4%

Price/Book

Market Cap(m)

51384

Dividend Yield

20.6
10.6
3.06%

absorption of cash into working capital at R2.4bn, an increase

The Mr Price model continues to gain market share although at a

from last year’s R1.8bn. Headline earnings are expected to

slower pace with errors caused by the late onset of winter, tough

decrease 12.9% to R673m (1H15: R773m) and headline eps

African markets and the timing of the Easter Holidays. Miladys

13.1% to 13.6% to around 587cps (1H15: 677cps). The various

continues to be a thorn in Mr Price’s side and showed growth

sugar operations expect a decrease of 35% in operating profit to

below the rest of the credit based retailers who experienced an

R562m (1H15: R864m) with a relatively even reduction across

improvement in the credit market. The exceptionally high base

Tongaat’s 3 main regions. This was due to poor growing

set last year did not help the slowdown portrayed in this period

conditions and the impact of cane valuations which saw the same

and tough market conditions will continue to hold back consumer

negative impact as last year. Sugar operations were expected to

spend. The Christmas period is a notoriously better period for
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retailers and should be helped by the increased public sector

and is well priced for the current growth. Sales during the

salaries. The resilience of the model should be seen as conditions

Christmas period are expected to be well supported and we

tighten further out. We believe this is a good result besides the

believe the acquisitions will contribute positively to Truworths

market’s knee jerk reaction and 16.6% increase on a diluted

during the remainder of this period. We suggest accumulating at

earnings basis in a tough period with a number of errors has

this level. ADD.

merit in its achievement. We believe this remains a quality stock
and still has legs. When considering its current PE of around
20.5x, continued growth potential across its home and external
markets as well as management’s reputation (29 year CAGR in
HEPS @ 23.3% and Dividends @ 25.0%), we feel it is still worthy

WOOLIES - 15020 - trading update.
Price at 18/11/2015

10300

of a medium to long term BUY recommendation.

TRUWORTHS - 9660 - sales update.
Price at 06/11/2015

10222

On 17/11/2015 Woolworths released a sales update for the 20
weeks to 15/11 in which it highlighted that group sales increased
by 17.7% and if David Jones is excluded sales rose 11.7%.
Country Road space increases were influenced by the reallocation
of 17.4% of space in David Jones stores (previously allocated to
other brands) and, as such, they do not constitute new space
On 05/11/2015 Truworths released a business update for the first

from a Group perspective. Financial services saw an increase of

18 weeks of trading to 1 November in which it highlighted that

9.2% in its debtor’s book by the end of October with the

sales rose by 19% to R4.4bn. Growth in cash sales was 25% with

annualised impairment rate decreasing to 5.0% from 5.2%

credit

the

previously. Woolworths has once again posted a good set of

acquisitions of Earthchild and Naartjie are excluded group retail

sales

increasing

17%

including

acquisitions.

If

results in a tough environment. Comparable food sales may be

sales increased 16% and like for like sales in existing stores

low but this will have been affected by low food inflation:

increased 10%. Product inflation came in at 7%. The percentage

competitors have highlighted food inflation of just above 3%. The

attributable to credit sales decreased from 71% to 69% but when

purchase of the remainder of David Jones did bode well for the

excluding Earthchild and Naartjie it remained at the same level of

company and momentum has picked up in sales across the group.

71%. Gross trade receivables increased to R5.4bn, an increase of

Country Road saw good growth with sales from space within the

15%. The percentage of active account holders able to purchase

David Jones stores having an influence. Sales in Australia and

increased to 85% from 84%. This was a very good result, coming

New Zealand, which now contribute a substantial portion of

in far above market expectations and has been largely accounted

revenue, offer a new avenue for growth which could be enhanced

for in the upward movement in the price. Management had

by a food offering. Bringing David Jones into SA stores also offers

highlighted that the credit market was improving and the increase

another opportunity. Woolworths’ customers are generally in the

in gross receivables can be attributed to that. We believe a large

upper LSMs and this has proved to be a resilient client base. We

percentage of the like for like growth was attributable to the 10%

remain positive on the continuing growth prospects and maintain

increase in government salaries. The management remains one of

our ADD recommendation.

the most skilled in terms of debt management. We remain
concerned about the hand over at the top level but at least a
succession plan is being implemented. TRU remains one of the
most reasonably priced retailers on a PE of around the 16x mark
9|P a g e

ADVTECH - 1272 - rights offer announcement.

private schooling play and this provides extended room for
AdvTech to grow. The turnaround of the tertiary division and the

Price at 04/11/2015

1320

continued rapid growth in the schooling division are strong growth
drivers. We recommend that clients follow their rights and apply
for excess rights if they need to increase their weightings. BUY.

LEWIS - 4781 - school fees paid.
Price at 28/10/2015

growth

1H15 (cps)

1H14 (cps)

Revenue

30.6%

308

236

Headline eps

25.9%

25.3

20.1

NAV

39.7%

290

208

Total Debt

867.4%

419.9

43.4

Cash

-31.9%

15

22

6209

On 27/10/2015 Lewis released an announcement highlighting
EV/EBITDA

16.1

Price/Earnings

27.7

ROE

16.0%

Price/Book

4.5

Market Cap(m)

5818

Dividend Yield

2.13%

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. The statement describes
that an extensive investigation was undertaken after the National

On 03/11/2015 Advtech released a secondary announcement in

Credit Regulator) highlighted 3 cases in which insurance was

which it reiterated the rights offer declaration and revised dates

incorrectly sold. A minority of cases were found where loss of

and times. Advtech intends to raise up to R850m. This transaction

employment insurance was sold to pensioners and self-employed

required the approval of a special resolution from shareholders

people. We are pleased with the action taken by Lewis and

(which it got) to increase the authorised share capital and

approve of the timely manner in which it was done. Newly

confirmation from the CIPC (Companies and Intellectual Property

implemented IT systems, staff training and monitoring as well as

commission) which has not yet been received. AdvTech will offer

more management oversight should prevent future mishaps. With

around

existing

news that others in the industry may have also mistakenly sold

shareholders in the share register at the close on the 20/11/2015.

such insurance we hope that the regulator remains more vigilant

The subscription price will be R11.25 per a rights offer in the ratio

regarding such violations in the future. The companies in furniture

of 16.59818 rights offer shares for every 100 Advtech ordinary

retail have been under pressure for a while but with the closure of

shares held. The price was made at a discount of 10% to the 30

Ellerines we believe the existing market has more opportunity to

day volume weighted average at the close on the 21/10/2015.

cut costs through scale efficiencies and remains in a better

The offer has been partially underwritten by Coronation and Visio

position to maintain margins.

who,

75m

together

new

with

AdvTech

Kyocraft,

ordinary

have

shares

given

an

to

irrevocable

undertaking to follow their rights. The irrevocable undertakings
and underwritten commitments represent around 88% of the
offer already. The rights issue was flagged by management during
the interim presentation. It is positive as it highlights rapid
expansion within the business. The rights offer will provide much
needed capital, relieving some of the debt and providing some
leeway to continue looking at opportunities over and above the

Currently no date has been set for the hearing and Lewis and its
insurance

provider

Monarch

await

the

National

Tribunal’s confirmation of the pre-hearing date.

Consumer

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.

current R3bn capex plan. There is still a large opportunity in the
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TMT

its asset base and there are potential synergies that the tie-up

TELKOM - 6468 - interim trading update

outlook remains progressive and encouraging, however, we

may bring. Using H1 FY16 trends, we think Telkom's operational
downgrade from Add to a HOLD.

Price at 03/11/2015

6680

MTN - 14534 – marathon talks
Price at 02/11/2015

14733

Growth

1H16 (cps)

1H15 (cps)

Revenue

5.3%

3226

3063

Headline eps

-65.2%

69.9

200.6

NAV

8.8%

4513

4147

Total Debt

-3.9%

967.5

1006.9

with the Nigerian Communications Commission (NCC) regarding

Cash

-82.0%

138

766

the $5.2bn fine are ongoing and any material developments in

MTN on Monday 02 November 2015 reiterated that engagements

these
EV/EBITDA

4.7

Price/Earnings

13.52

EBITDA yield

21.2%

Price/Book

1.10

Market Cap(m)

34083

Dividend Yield

3.88%

engagements

will

be

communicated

to

shareholders

through SENS. Since we cannot forecast the outcome of the talks,
which could either be positive or negative, we recommend
shareholders wait until official announcements are made from the
company and/ or Nigerian authorities

Telkom abandoned talks to buy Cell C after failing to agree a price
with Oger Telecom. Buying Cell C would have given Telkom a
greater footprint in the market (20m subscribers) and would have

MTN's

served to bolster its fixed-mobile convergence strategy, and

Communications Commission has approved the renewal and

leverage the economies of scale to implement new products and

extension of its Nigerian license for another 5 years. With this

services at a lower cost base.

renewal and extension, MTN's operating spectrum, 900MHz -

Fixed-line penetration continues to fall, fixed-voice revenue
continues to decline and mobile operators continue to selfprovide, which places pressure on Telkom's leased-line rentals.
Despite cutting its workforce, Telkom is still facing a heavy cost
base that must be trimmed. We think that restructuring is still an
imperative to right size the organisation and secure its long-term
and sustainable growth. Further reductions in head count are
expected as management maintained its cost:revenue ratio
guidance at 25%. Telkom has the largest infrastructure network
in SA and, with the rise in demand for data, its network could be
a money-spinner - regardless of whether it is transmitting its own
traffic or that of its rivals. We think management has developed a
coherent and effective data and mobile offering to complement its
fixed line offering. The BCX acquisition will certainly help leverage
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also

advised

its

shareholders

that

the

Nigerian

1800MHz frequency bands, which was issued along with the
Digital Mobile License in 2001 has now been extended to 31
August 2021. It is positive and good news that the license
renewal issue has been resolved and will not muddy MTN's
engagements with the Nigerian Communications Commission
regarding the $5.2bn fine. However, the timing is worrisome as
the license fees of $94m are payable by no later than 31
December 2015 and conditional upon MTN fulfilling all its
regulatory obligations, which now includes paying the fine. If MTN
fails to get any positive outcome on the fine, effectively it will
have to part with a significant amount of cash (approximately
$5.3bn) before year-end (2015). As at interims, MTN had cash
and other current assets of R81.3bn of which R18.7bn of cash and
cash equivalents were in Nigeria (Other current assets of
R49.3bn, restricted cash of R1bn, cash and cash equivalents of

R31bn). At the moment, it is difficult to forecast the outcome of

With continued easing of the decline in voice revenue, we expect

the talks, it could either be positive or negative. We maintain our

voice trends to accelerate. 1H16 results suggest that trends in

FULLY VALUED recommendation. In the meantime, we would not

ARPUs are improving. Management expects less MTR impact due

sell as the damage has been priced in with market capitalisation

to lower asymmetry payments. With the reduction of the impact

loss at a similar level to that of the $5.2bn fine. We think that

of MTR asymmetry, we think the impact will not be as pronounced

upside share price movement is likely on any positive news.

as the bigger impact was taken in 2015. In our view, the key to
Vodacom's valuation has been expectations of a meaningful
increase in local competition, earnings stability, and a good

VODACOM - 15020 - positive trends in ARPUs
Price at 09/11/2015

dividend yield, therefore, we retain our HOLD recommendation
because VOD's current dividend yield serves as a defensive

15070

underpin. Management indicated that in jurisdictions in which it is
operating, regulators are now taking a more pro-active approach.

FINANCIALS
BRAIT - 16578 - trading statement
Price at 09/11/2015

Growth

1H16 (cps)

1H15 (cps)

Revenue

6.4%

2722

2558

Headline eps

6.0%

440

415

NAV

10.0%

1589

1445

Total Debt

50.7%

1938.8

1286.2

Cash

143.1%

474

195

EV/EBITDA

8.6

Price/Earnings

17.1

EBITDA yield

11.6%

Price/Book

9.5

Market Cap(m)

222152

Dividend Yield

5.26%

15620

On 09/11/2015 Brait released a trading statement for the 1H of
FY03/16 in which it highlighted that NAV is anticipated to be in
the range of EUR7.81 to EUR8.05 or R120.90 to R124.68. This

Management does not expect Ebitda growth to be sustained at

represents an increase of between 220% and 230% in Euros and

the 13% level into 2H as 2H will carry high costs. Year on year

248% to 259% in Rands for the 12 months ended 30/09 and 32%

growth will be impacted by the stronger performance witnessed in

to 36% in Euros and 57% to 62% in Rands for the 6 months

2H15 and a further reduction in MTRs in SA which will have a

ended

slight negative effect on margins. Management expects mid-

substantial positive effect due to the strengthening of the Pound

single-digit growth in Ebitda. Medium-term guidance for service

against both the Euro and the Rand, with Brait’s investments in

revenue is low single-digit growth. Trading conditions in SA are

New Look, Virgin Active and Iceland Foods denominated in

expected to remain challenging due to lower MTRs, constrained

Pounds. Brait continues to display good growth and the rand

consumer spending, and intense competitive pressure. Our

hedge components have contributed substantially to growth

overall take is that we are seeing positive trends in ARPUs and

during the period. We remain very positive on the New Look

the numbers are better than expected on balance, particularly if

acquisition and confident in the ability of Virgin Active and

compared to consensus expectations for FY15. We are of the view

Premier to continue to contribute positively to earnings. We are

that

pricing

less positive on Iceland Foods which is in a tough food retail

competition. Management indicated that it is seeing a 16 - 18%

market. At this date, 09/11/2015, the current price puts Brait on

uplift on ARPUs when subscribers move from 2G to 3G to 4G.

a premium to NAV of 28% and it remains well worth holding at

operators

will

refrain

from

more

disruptive

30/09.

Management

highlighted

that

there

was

a
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this level. Brait used its funds from the Steinhoff sale to pay down

Curro - 4850 - call update.

its debt which now leaves it with a large war chest with which to
acquire new businesses. This, along with management’s excellent

Price at 18/11/2015

4684

reputation, explains the high rating of the stock. HOLD until
results which are expected on the 17/09/2015.

ALEXANDER FORBES - 775 - trading update
Price at 04/11/2015

873

We remain positive on Curro with the education market offering
multiple opportunities and the income being of an annuity nature.
Education remains an important aspect of South African life and
will be resilient due to its importance. We nevertheless feel the
stock is now pricey and review our call downward to a HOLD from
our add recommendation at R37.40 after a gain of 25.2%.
The group expects headline EPS for 1H of FY 03/16 to be between
115% and 135% higher (14 to 16 cps higher) compared to the
reported profit of 12 cps for 1H 15. Comparisons are affected by
pre-listing corporate action and costs of listing, but it would
appear the company could still be on track, as per our comment
on the FY 03/15 results. "On the not excessively heroic
assumption, therefore, the FY16 heps could grow 10% to 66c
which implies, given the dividend cover policy of 1.5x to 2.0x, a
forward dividend yield of between 3.8% and 5.1%. This relatively
attractive yield, together with a forward 13x PE, means that the
stock is correctly priced at 865c. HOLD." The interims are due on
30 November 2015.

SNIPPETS
SYGNIA - 1485 - highly successful listing
Price at 02/11/2015

1600

The listing was well supported due to the limited size of the
placing and was 19x oversubscribed. However at the current price
of around 1600c it looks to be on a forward PE of 26.4x. The
anticipated dividend cover of between 2.0x and 1.5x implies a
forward DY of between 1.9 % and 2.5%. FULLY VALUED now.
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ports, presents a significant case for continued growth in cement

Sub Saharan Africa (SSA)

consumption in East Africa. Indeed cement consumption per
capita in East Africa remains significantly below the global

Demand for Cement in East Africa

average of 650 kg, with some of the region's largest markets,

expected to remain strong despite high

growth as illustrated above.

(Kenya 102kg, Ethiopia 61kgs)-showing significant potential for

competition…
Cement demand in East Africa remains strong on the back of
continued private and public sector investment. Improved access
to credit, especially in Kenya and Uganda, has helped to create
new demand for housing infrastructure, a key driver of cement

Given the above, East Africa’s cement industry companies could
see realignments in coming months, as a combination of
increased production capacity, management changes and
government policies fuel the battle for market share.

consumption.
Existing data shows that production will rise sharply with the
The region is home to over 130 million people and demand for
housing and related infrastructure has grown in leaps and bounds
as shifting demographics see more and more people flocking to
cities, and as cities densify. Urban growth in sub-Saharan Africa is

setting up of production plants and enhanced efficiency by firms,
e.g. Dangote Cement’s new plant in Tanzania and Ethiopia, which
may result in production rising at a faster pace than the current
consumption levels and create more supply in the market.

already rated as one of the highest in the world and is close to
double the world’s average at 3.6%. Consequently cement
consumption within the region remains mainly driven by private
sector-led projects, which account for at least 70% of the region’s
cement demand.

Regional production capacity In East Africa is estimated to have
risen by over 78% in the last few years and is still growing with
several cement firms lining up new plants in the next few years.
Firms in Kenya, the region’s largest consumer, currently account
for more than half of the region’s capacity.

In addition to high private sector demand, governments across
East Africa and surrounding countries have increased their
budgetary allocations to infrastructure. According to a recent
research report from Deloitte, Kenya, East Africa’s largest
economy is leading the infrastructure developments across the
region with projects such as the Standard Gauge Railway (SGR)
which is to be completed by 2017 and which is the first part of
the broader Lamu Port-South Sudan-Ethiopia transport corridor.
This integrated mega-project is expected to connect countries in
the region via oil refineries, ports and railway lines.

In addition to the planned production capacity increases, there
are, however, a few significant challenges facing producers, such
as high energy costs, high distribution costs and the influx of
cheap Asian imports. Cheap imports from Asian countries pose
one of the biggest challenges for the region’s cement industry particularly in Tanzania - where producers estimate that 300,000
tonnes of cheap cement could be finding its way into the local
market every year.

Cement Per Capita Consumption
700

Anecdotal evidence from Tanzania suggests that electricity, which

600

on average makes up 40% of the direct cost of cement

500

manufacturers, is four times cheaper in Asian countries than

400

Tanzania. This means that whilst the Tanzanian government is

300

charging duty on cement imports from non-EAC countries, the

200

imports still end up cheaper than locally produced cement due to

100

lower electricity tariffs.

0
DRC

Rwanda

Uganda

Ethiopia

Tanzania

Kenya

Global ave.

Source: Global Cement

The huge deficit in infrastructure, especially housing, commercial

Despite the above, we remain bullish on the medium to long term

buildings and transport infrastructure, including roads, rails and

prospects for the cement industry in East Africa given that the
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fundamental drivers of the market remain firmly positive. Profit

Plain English – market speak translated

margins however, should be expected to decline in the short term
due to the impact of dynamics such as increased capacity and
competition from cheap imports. We remain positive on the

ALSI – All Share Index, AUM – Assets Under

prospects for Bamburi Cement (BMBC Equity KN, HOLD) and

Management, BOP – Balance Of Payments, BEE – Black

Twiga (TWIGA TZ Equity, HOLD) in line with our cement book

Economic Empowerment, CGT – Capital Gains Tax, CPS –

published in August 2015. (for more on our views on SSA Cement

Cents Per Share, CAGR – Compound Annual Growth

please click on the following link: IAS SSA Cement Sector

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

Report).

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

15.7%

6.1%

Chemicals

3.6%

1.3%

Forestry & Paper

2.7%

0.0%

Industrial Metal

0.1%

0.0%

Diamonds & General Mining

7.3%

3.1%

Billiton

Gold Mining

1.2%

1.7%

Pan African

Platinum

0.8%

0.0%

INDUSTRIALS

5.6%

14.0%

Construction & Materials

0.4%

0.0%

Gen Industry, Pack, Engineering

4.2%

9.7%

Electronic & Electrical Equipment

0.2%

0.0%

Transportation

0.7%

0.0%

Support Services

0.1%

4.3%

CONSUMER GOODS

28.1%

12.7%

Tobacco

3.3%

0.0%

Beverages

12.2%

0.0%

Food

1.9%

5.6%

3.2 AVI 2.4 Tongaat

Autos+Personal & Household goods

10.4%

7.1%

5.7 Steinhoff 1.4 Richemont

HEALTHCARE

3.6%

9.3%

2.5 Aspen 4.5 Mediclinic 2.3 Adcock

CONSUMER SERVICES

18.7%

3.4%

General Retailers

5.4%

3.4%

Media

12.8%

0.0%

Travel & Entertainment

0.5%

0.0%

TELECOMMUNICATIONS

4.6%

6.3%

FINANCIALS

23.4%

43.3%

Banks

6.8%

10.0%

Non-Life Insurance

0.1%

0.0%

Life Assurance

5.8%

9.2%

2.3 Discovery 2.8 RMI 2.5 Sanlam 1.6 Old Mutual

Real Estate

6.1%

3.8%

2.5 Hyprop 1.4 Redefine Int.

Gen Financial & Inv instruments

4.6%

20.3%

TECHNOLOGY

0.4%

4.9%

1.6 Sasfin 4.7 Investec 7.1 Reinet 2.8 PSG 1.9 Zeder 2.2
Transcap
3.2 EOH 1.8 Adapt IT

TOTAL

100%

100%

Sasol

4.9 Remgro 4.8 Bidvest

2.3 MMG 2.0 Torre

1.7 Mr Price 1.7 Woolworths

4.4 Vodacom 1.9 MTN

5.1 RMBH 4.9 Standard Bank

Movements: During the month of November the Core Equity Portfolio decreased 4.03% while the All Share decreased 2.73% (both
calculations exclude ordinary dividends). No trades were done during the month of November. Since inception in October 2003, the Core
Equity Portfolio has appreciated by 650.2%, while the All Share has appreciated by 470.6%.
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