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Johannesburg, please let me know. | am willing to negotiate on affordability; I'll pay
a premium for someone that matches the aforementioned criteria.

Here's why: Over the past ten years, |'ve tried out plenty an electrician (and even
paid one to redo the wiring of a section of my house), but the light in the living room
keeps tripping. Why didn't | check up on the work of said electrician, you ask? Sure, |
can overcome my fear of heights and climb into the attic to inspect the work done,
but | honestly wouldn't know whether he's done a good job or not. Hence me needing
someone reliable and trustworthy.

The same goes for gate motor technicians — | have probably tried and paid for five
different ones over the last decade. But, a few months later, the same problem always
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resurfaces: My gate motor only works when it feels like it. Chem, Huawei, Long4Life, Netcare, Phumelela,
| have, however, found a plumber that's worth his weight in gold. (I'm willing to Pioneer Foods, Santova, Tiger Brands,

trade his details for those of the elusive electrician or gate motor technician). I'll pay Vodacom

a premium for the services of this plumber, but | don’t have to because he is very ¥ oy 22 Trading101: How to trade trend reversal

reasonable. I've also found a builder/painter who is booked three months in advance. A = \ patterns

Why? Simply because of the quality of his work. { 4 ': A _r 24 Invgstment: Choose equity unit trust funds for
\What am | trying to get at? Service delivery, of course. |.. : / their st.rengths o
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fora moment. (Let's face it: Apart from voting, there is, in fact, little we can do to really — L Cover

change this unless you have the time to go and queue until you find someone willing to 28 SAs top-rated online trading platforms

listen and assist with your complaint.)
My simple theory (based purely on anecdotal evidence) is that businesses that
happen to deliver excellent, reliable service will have a better chance of succeeding and
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growing. Regardless of the economic climate. y- _ Onthe money
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By Johan Fourie
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Why you’d want to be the neighbour of an

African president

A recent study shows that Chinese investment in African countries is often used to create infrastructure in a
selective manner. This can prove detrimental for many of a country’s citizens.

rive an hour southeast from Blantyre, Malawi, almost

halfway to the awe-inspiring Mulanje mountain, and you'll

come across something quite extraordinary: MIT’s campus.

The Malawi Institute of Technology, part of the

larger Malawi University of Science and Technology (MUST), opened
in 2014. It offers, according to its website, a range of undergraduate
courses to around 1 800 students, including metallurgy and materials
engineering, chemical engineering and biomedical engineering. It
has 200 staff members and its vision is to be a "world-
class centre of science and technology education,
research and entrepreneurship”.

Fantastic, one might think: innovation and
technology is the best way to lift one of the poorest
countries on earth out of poverty.

But things may not be that promising. The
university is built far from the city (or even
the main local village) and is in the opposite
direction to the airport. The campus is ultra-
modern, but quite desolate; it's running at 36%
capacity. The library has several empty shelves.

Many signs are in Chinese.

This is because MIT was built when then-president
of Malawi, Bingu wa Mutharika, secured an $80m loan
from the Export-Import Bank of China. Mutharika, an
economist by training who died in office in 2012 (and
the brother of current president, Peter Mutharika), probably saw the
university as a way to equip the next generation of Malawians with the
skills necessary for today's economy.

Yet the remoteness of the university seems strange. Until you realise
that MUST was built on the former president’s personal farm, not far
from the village where he was born. MUST may have been a way to
liftt Malawians out of poverty, but he had a very specific segment of
Malawians in mind: those in the region he hailed from.

Such patronage isn’t new, and may not even be entirely wrong. It is,
however, happening on a large scale. And much of this is the result of
Chinese influence.

In a new paper in the Journal of Development Economics, six
economists examine whether Chinese aid to African countries is more
likely to be allocated to birth regions of their leaders. They collected
data on 117 African leaders' birthplaces and geocoded 1 650 Chinese
development projects across 2 969 physical locations in Africa from
2000 to 2012. Their econometric results show that political leaders’
birth regions “receive substantially larger financial flows from China in
the years when they hold power compared to what the same region
receives at other times”. MUST is no exception.

They also analyse the timing of Chinese aid and “recover evidence
that this birth-region effect is significantly larger in the years immediately
preceding executive elections and when competitiveness of executive
elections is high. This empirical pattern is consistent with the notion that
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Bingu wa Mutharika
Former president
of Malawi

African leaders who face electoral competition are particularly keen on
using Chinese aid to deliver clientelistic rewards to their core constituents.”

Could this be true of all development aid? The authors test this by
looking at World Bank projects. “We do not find any evidence that World
Bank projects favour the home regions of political leaders. Nor do we find
evidence that World Bank projects favour the home regions of political
leaders in the run-up to (competitive) executive elections.”

Chinese aid, often financed through low-interest rate loans, seem to
give leaders a blank cheque in contrast to World Bank projects
(vetted for potential impact).

Such patronage, or clientelism, may not be bad: many
of these leaders come from poor regions where such
investment is much needed. Indeed, in a separate

paper, the authors show that those birthplaces that
receive disproportional investment also see greater
education and other positive outcomes.
The question, of course, is at what cost? Had
MUST been built in urban Blantyre (or Lilongwe)
rather than in rural Thyolo, it would probably have
attracted more students and a more talented faculty,
with a much larger impact for the country.

Why are the Chinese providing so much aid? Apart
from MUST, the Chinese government has built a new road
linking Malawi with neighbouring Zambia, constructed the
five-star President Walmont Hotel, the Bingu International
Convention Centre, a new parliament building and Bingu National
Stadium in Lilongwe.

The reasons for their ‘investment’ remain less obvious. The optimists
would argue that their influence is a net positive; by building new
highways and rail links (even out of self-interest, to connect natural
resources with the coast) they help African countries overcome the
infrastructure bottlenecks that have hampered development.

Pessimists would argue that China is not very different from former
colonial regimes. They are only in Africa to extract resources and willing
to provide ‘development aid’ to local politicians to get what they want.
Future historians will probably decide on the most accurate interpretation.

\What's clear is that African leaders find it difficult not to use the
blank cheques they receive from China to win elections and reward
their supporters.

Sometimes their intentions are good. But the opportunity costs of
such funding are large. And those projects that are completed may not
have the expected returns without the necessary operational expertise
and budget. Building a university is expensive; maintaining it is often
much more so.

This study suggests that development aid is no panacea. It may do
more harm than good, even for those few lucky enough to be born in the
same village as their president. B
editorial@finweek.co.za
Johan Fourie is associate professor in economics at Stellenbosch University.
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"NOBODY WANTSTO SEE TERRIBLE THINGS
HAPPEN, ESPECIALLY ME”

— US President Donald Trump remarking on whether he welcomes the Prime
Minister of Japan, Shinzo Abe, negotiating between the US and Iran, following
Trump’s meeting with Abe in Japan. “I know for a fact that the Prime Minister
[Abe] is very close with the leadership of Iran...,” he was quoted as saying. Trump
is further quoted by the White House as saying that Iran has a chance to be

a great country, with the same leadership. He said the US is not looking for a
regime change, but for “no nuclear weapons”. Iran’s president, Hassan Rouhani,
said in October the US was seeking “regime change” in the Islamic repubilic,
adding that the current US administration was the most hostile the country had
faced in its four decades, reported Reuters. In May last year, the US imposed oil
sanctions on Iran, and in April this year threatened other buyers of Iranian oil with
sanctions, reported Al Jazeera.

— UK Prime Minister Theresa May in a tearful resignation speech in front of

10 Downing Street as she stepped down as leader of the Conservative Party,
effective 7 June. She was specifically referring to the British referendum in which
the majority of citizens voted to leave the European Union. She will remain prime
minister until a successor is chosen, which, as reported by the Wall Street Journal,
could take a while as about 120 000 Conservative Party members will have to vote
in the process. A succession race has reportedly been going on for months behind
the scenes, with former foreign secretary of the UK Boris Johnson identified as the
frontrunner.

“THE BEST RAMAPHOSA CAN DO WITH THE
CABINET IS HAVE AMAJORITY OF PEOPLE
LOOKING IN THE SAME DIRECTION AS HE IS
LOOKING, BUT HE WILL HAVE NO CHOICE BUT
T0O ACCOMMODATE OTHERS!

— North West University political and policy analyst Theo Venter quoted in
Business Day on the swearing-in of deputy president David Mabuza as a member
of Parliament after Mabuza initially asked to have his swearing-in postponed
pending the clearing of his name by the ANC's integrity commission, which flagged
him for potentially bringing the party into disrepute. This comes in the wake of the
president's efforts to try and clean up corruption within the ANC's ranks.

www.fin24.com/finweek



DOUBLE TAKE BY RICO

SA'S SOCIAL GRANTS

59%

StatsSA says 59% of households
in the Eastern Cape are receiving
at least one social grant, in

a report on SA households,
meaning that social grants
remain a vital safety net,
particularly in the poorest
provinces. Households that
received at least one type of
grant were also most common

in the Northern Cape (57.4%),
Limpopo (56.7%) and Free State
(50.7%); the least common
being Gauteng (30.1%) and the
Western Cape (36.7%). StatsSA
says social grants are the main
source of income for almost
one-fifth (19.9%) of households

nationally.

THE

BAD
SA's government has signed into law a carbon tax The commission of inquiry into the PIC heard evidence Poultry producer Astral Foods said in an update
with the objective to reduce harmful greenhouse that the asset manager is unable to supply documents to shareholders that water supply interruptions in
gas emissions, with the first phase coming into relating to a $270m (almost R4bn) investment into oil the Lekwa municipality in Standerton are costing
effect on 1June. Emissions can occur from company Camac, with links to the ANC and former the company at least R85m in profits. Despite
various sources, the most common being from president Jacob Zuma, and its listing on the JSE in active engagement with a number of stakeholders,
fuel combustion in transportation and electricity 2014, reported Business Day. The JSE’s head of issuer cooperation from the municipality has not been
generation. While many industry players have regulation, André Visser, said it had received two letters forthcoming. Due to the unpredictability of the
been opposed to the tax, National Treasury said from the PIC ahead of Camac’s listing confirming their outcome of ongoing discussions with the authorities,
in a statement the tax was part of SA's efforts support for the listing. Visser said the letters were Astral said it can’t provide an estimate of the impact
to meet the global climate change agreement signed by Leon Smit, head of fixed income at the PIC, on profits beyond what is stated (R85m). It's seeking
negotiated in Paris in 2015. (See article on p. 37) and Dr Dan Matjila, then chief investment officer. alternative solutions and is pursuing legal action.
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in brief in the news

By Glenda Williams

SA Reits capitalising on the flexible
workspace trend

The flexible office environment is increasingly popular internationally. Although it’s still early days in South Africa, the
trend is likely to pick up - and local Reits are taking note.

"

|

n alternative to traditional office space, the flexible JSE-listed RDI REIT reports that London serviced
office market — made up of both serviced offices offices continue to trade ahead of expectations. The real
and co-working spaces — is expanding rapidly estate investment trust’s (Reit’s) four serviced offices in
across the world with 23% average annual growth London comprise 10% of its total portfolio.
since 2013, according to Stanlib research. The flexible office sector, estimated to be worth between
According to a 2018 report by PwC, flexible £16bn and £19bn in the UK, is estimated to rise
workspace accounts for around 8% of global office According to a 2018 report by PwC, to £62bn by 2025, according to Cushman &
space and is expected to rise to 30% by 2030. flexible workspace accounts foraround — \y/akefield research.
These fully equipped and furnished serviced O Although there is no official data at present in
offices and co-working spaces, complete with South Africa, Ndlovu estimates that flexible office
quality amenities, are especially attractive to O space is at around a minimum of 1% of the local

occupants for their flexibility in costs, short-term of global 6ffice space and is expected to office sector. However, he is convinced it is going
contracts and even multiple-location use. rise to to pick up.

In South Africa, there's also a rising number “It's a sector that cannot be ignored. Especially
of players, with large global operators Regus and O given that it is an environment that houses many
WeWork having a local presence. O small businesses,” he says.

The market is largely driven by entrepreneurs SA's listed property sector continues to expand

and small businesses looking for flexible and cost- by 2030. its flexible workspace footprint, primarily through

efficient working spaces. partnerships with flexible workspace operators. The
Although not yet a trend in South Africa, large country'’s two largest Reits already have a presence

corporates too have been embracing the flexible office in this lucrative and growing market.

environment, especially in cities like New York and London. Workshop17, which is 50% co-owned by SA's largest Reit,

In fact, according to Cushman & \Wakefield, central London Growthpoint Properties, added two new co-working spaces

is the global leader in flexible workspace, representing 4% in Paarl and Rosebank, taking its locations to four, including

of the area’s stock. In the UK capital, WeWork is the major 138 West in Sandton and the V&A Waterfront. Three

tenant. more are planned with one, at Growthpoint's 32 on Kloof
"Of the leases signed in London over the last year, 20% development in Gardens, Cape Town, soon to open.

has gone to flexible office space,” says Keillen Ndlovu, head Andrew Konig, CEO of Redefine Properties, the

of listed property funds at Stanlib. country’s second-largest Reit, says the company is focused
During the Bank of America Merrill Lynch conference in on positioning the portfolio to capitalise on the shared

March, WeWork — worth an estimated $47bn — was cited as workspace trend.

the most valuable office landlord globally and the biggest Redefine Properties already has exposure to four of

office landlord in New York, London and Washington DC. the larger co-working businesses: Flexible Workspace, The

Business Exchange, Regus and, more recently, WeWork with

Listed propertg follows suit whom it has concluded two 15-year leases in Rosebank and

In the listed property sector, flexible workspace is a small but Sandton.

growing part of portfolios. WeWork is now the primary tenant at Redefine's iconic
“The flexible workspace model is one that many listed Rosebank Link, and in September its lease commences for

companies around the world, including in Europe, the US and 10 O00m? of 155 West Street in Sandton. B

Australia, are including in their strategies,” Ndlovu tells finweek. editorial@finweek.co.za

8 finweek 6 June 2019 www.fin24.com/finweek
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in the news

By David McKay

Political waiting game for Harmony

There may be an opportunity for Harmony Gold to buy AngloGold Ashanti’'s SA assets. But the mine’s list of immediate
priorities are clear: repaying debt and securing permits in Papua New Guinea, where it is planning a copper-gold mine.

he confusion that is Papua New
Guinea (PNG) politics may not mean
much to the average SA investor, but
it is making for interesting viewing at
Harmony Gold Mining Company — which is
hoping to build a multibillion-dollar copper-
gold mine in the Pacific Ocean country.

At the time of writing it appears as if PNG's
prime minister, Peter O'Neill, was in the process
of performing a 180 degree turn by deciding
not to step down in favour of his nominated
successor, Sir Julius Chan, as he stated he
would mid-May. In any event, Sir
Chan has distanced himself from
the premiership.

As any mining firm knows,
domestic discontent is not
conducive to good business,
especially the type Harmony
is contemplating: the \Wafi-
Golpu copper-gold mine could
cost $2.82bn in initial capital

expenditure to commercial levels of Peter O'Neill
Prime Minister of
Papua New Guinea

production as per a 2018 feasibility
study. Of this, Harmony will shoulder
about 50% with Newcrest Mining,

an Australian firm, carrying the balance.

It's a massive undertaking which will strain
the company's balance sheet and has already
seen investors in African Rainbow Minerals,

a 14% shareholder in Harmony, question —
with concern — whether it intends to support
Harmony with funds.

"At this stage we are waiting to see what
happens,” said Lauren Fourie, investor relations
manager for Harmony on the matter of PNG
politics. “The potential election of a new
prime minister could potentially impact the
memorandum of understanding we signed with
the government in December 2018

One of the factors that has made the PNG's
O’Neill unpopular with the opposition is the
terms of an agreement he made with Total and
Chevron regarding an oil project off the PNG
peninsula. The concern is that Guineans will not
get their fair share of benefits.

Granting of a special mining permit for
Wafi-Golpu has been a long-standing feature of
the project. Fourie says up until recent events
various joint venture workstreams were tackling
requirements of the permit, which range from
environmental authorisations through to
the stake the PNG state will eventually hold.
Political upheaval would be unhelpful to the

10 finweek 6 June 2019

passage of the permit, however.

Meanwhile, back at the ranch, Harmony
is faced with another proposition following
the decision of AngloGold Ashanti to sell
the remainder of its SA assets, including the
Mponeng mine — an underground 265 000
ounces per year operation situated in the West
Wits area.

According to a note by JP Morgan
Cazenove's Dominic O'Kane, Harmony could,
in buying AngloGold Ashanti's SA assets fora
100% debt-funded bid, improve its ability to
finance Wafi-Golpu.

“If Harmony were to
hypothetically acquire ANG SA
[AngloGold's SA operations which
include underground and surface
mining], ANG SA's incremental
$200m ebitda [earnings before
interest, tax, depreciation and
amortisation] in 2020/21 could
reduce financing risk for Wafi-Golpu
by unlocking higher leverage potential
and by extending Harmony's reserve
life,” he said.

"Higher debt capacity could in turn
reduce future shareholder equity dilution
associated with Harmony's $1.4bn share of
Wafi-Golpu's development capex,” he said.
O'Kane accords a book value of $530m
to AngloGold's SA assets, and a value of
$265m for Mponeng alone, which is set to
take production to 363 0000z by 2023.

It's worth pointing out, however, that the
reason AngloGold is selling out of Mponeng is
that the mine requires an estimated $1bn in
fresh capital over a ten-year period in order to
access new reserves from 2027 to 2028.

The acquisition alone would affect
Harmony's plans to take net debt-to-ebitda
to 0.8 times, having already bought Moab
Khotsong from AngloGold for $300m in cash
in 2018, but the counter-argument is that
about 55% of Harmony's reserves will be all but
depleted over the next five to seven years.

Fourie says the company has not made a
pronouncement on the opportunity presented
by AngloGold Ashanti, but added that the firm
had made its priorities clear, starting with debt
repayment, securing the Wafi-Golpu special
mining permit in PNG and then “evaluate
other opportunities provided it fits our
acquisition criteria”. B
editorial@finweek.co.za
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What price will
coal assets fetch?

Details around the bidding process for South32’s SA coal assets have been kept under wraps. And although there is

a presumed shortlist of bidders, the key question remains what the assets will sell for.

xxaro Resources is one of the
companies thought to have been
shortlisted for South32's SA coal
assets — known as South African
Energy Coal (SAEC) — which have been on the
block for the past two years after South32 said
it wanted to end its exposure to thermal coal.
Other shortlisted bidders, from an initial
list of over 50, includes Seriti Resources
led by former Optimum Coal Holdings CEO,
Mike Teke; and a newly formed consortium
known as Sibambene Coal which consists of
a broad church of black business interests,
and bankrolled by Mercuria, the Swiss
commodities trader.
In line with the strict
bidding rules set down by

“There are a

to see him walk away.

SAEC reported $353m in underlying pre-tax
earnings for the group’s 2018 financial year,
equal to about 14% of its total.

The assets in question are South32's
92% stake in SAEC consisting of the Khutala,
Klipspruit and Wolvekrans Middelburg Complex
mines, supplying Eskom as well as export,
roughly on a 50:50 basis. The balance of the
shares is owned by Phembani Group, a black-
controlled company, which is not expected to
join the final bidding.

Crucially, the mines include export
entitlement through Richards Bay Coal
Terminal (RBCT), perhaps the
most nebulous of the SAEC suite
to value. Export entitlement is

South32, almost no-one few Variables to an economic right rather than a
will comment on the sale . . . fixed asset such as a depleting
process or even confirm if consider in this: mine. The entitlement can be
they're in the running. Some one iS the Coal leased to other coal industry
details are getting into the participants if not used directly
market, however. : : and provides direct exposure to the
One is that binding offers p"ce' When thls internationally traded coal market.
had to be in by 31 May — two process sta rted’ But it's not the treasure chest

days after this edition of
finweek went to print. The
second is with a credible
shortlist of worthies now
installed, the sale of SAEC
all comes down to the
evergreen issue of price. But
what price?

"There are a few variables to consider in this:
one is the coal price. When this process started,
the coal price went to $100/t; now it's $70/t,"
says Tim Clark, an analyst with Standard Bank
Group Equities.

The other is that South32 has changed its
initial view that SAEC would be sold for zero
with the buyer assuming the cost of mine
rehabilitation. “The company [South32] has
a net present value of $1.1bn on SAEC. That
means a value of $400m net the rehabilitation
costs,” Clark says.

Another analyst believed a bid of between
$300m and $500m may win the day, net
of rehabilitation costs which South32 last
estimated totalled $739m. Some balked at this:
One of SA's most prominent black businessmen
told finweek, on condition of anonymity, that a
$300m to $400m value on SAEC was enough

o @finweek o finweek @ finweekmagazine

the coal price
went to $100/t;
now it’s $70/t.”

it was once thought to be owing
to a deterioration in SA coal
production and the potential
debottlenecking of the coal line
provided Transnet builds a second
tunnel at Overvaal, which it is
expected to do later this year.
Were that to happen, capacity on the coal line
supplying RBCT increases to 91 million tonnes
annually from 81 million tonnes today.

Having overpaid heavily for the coal assets
of Total SA, caution around the pricing of RBCT
entitlement was conveyed by Exxaro CEO
Mxolisi Mgojo earlier this year. Commenting at
the firm’s year-end results presentation, Mgojo
said access to the export markets was not
difficult, partly as Optimum Coal mines were
failing to deliver its 8 million tonnes in coal.

He also questioned whether it was better
for Exxaro to develop its own mines rather than
buy those of another. "It would actually make
sense to first look at your own projects and from
a value point of view,” said Mgojo. “Whenever
you're looking externally, you've got to compare
it with what you've got ... [Clan | spend that
rand better internally?” m
editorial@finweek.co.za

By David McKay

Y

Mike Teke
CEO of Seriti
Resources

Tim Clark
Analyst at Standard
Bank Group Equities
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FUND IN FOCUS: MI-PLAN IP GLOBAL MACRO FUND By Timothy Rangongo

A forward-looking R1bn fund

The Mi-Plan IP Global Macro Fund is a flexible multi-asset fund that primarily invests in foreign markets.

FUND INFORMATION: Fund manager insights:

Benchmark: MSCI (80%), US-dollar cash (15%), STeFl (5%) The Mi-Plan IP Global Macro Fund's objective is to achieve capital appreciation over
Fund managers: Tony Bell the medium to long term by investing in blue chip global stocks like Procter & Gamble,
Fund classification: Global - Multi-Asset - Flexible Visa, Amazon, Apple, Microsoft, Nike, Coca-Cola and Mastercard — all of which have
Total investment charge: 116% been held since inception.
Fund size: R1.4bn The fund's primary focus when researching stocks and, by extension, overall stock
— selection for the portfolio, is the degree to which the rate of change in earnings growth
m:rs','[ﬁ:g[:gmp sum / subsequent | R10.000/R500 has the potential to be greater than the overall rate of change in earnings for the
Contact details: 021 657 5960/ info@iplan.co.za market. It follows a philosophy that alpha is generated from being able to assess the
degree to which the rate of change in earnings growth differs from current consensus
earnings estimates and is progressively discounted into each company’s share price.
1 Procter & Gamble 319% To assess this, the manager uses seven key inputs, namely: industry, X factor,
brand, 4Ps (product, position, price, people), distribution, economic leverage and free
2 Amazon 2.96% . . .
cash flow impact on return on invested capital (RolC).
3 Mastercard 2.95% In reviewing each of these factors for each company, an understanding is
4 Microsoft 2.93% arrived at that provides both a qualitative and quantitative assessment of how
5  Visa 2.75% earnings growth rates may evolve. This approach, combined with some inference
6  Waste Management 2 61% as to the market's assessment of earnings growth prospects, completes the
7 Adobe 2 60% picture. Portfolio construction and drawdown risk management play a key role in
j the ultimate portfolio composition.
8  Nestlé 2.59% Focus and "proof of concept” are among some of the biggest difficulties the now
9  PayPal 2.43% R1.4bn fund has had to overcome since inception. Temptation often directs that many
10  JP Morgan Chase 2.38% small exposures be obtained from many markets. The focus of this portfolio is to find
TOTAL 27.39% the very best opportunities and ensure that client funds are managed to the highest

level of fiduciary responsibility in the process.
It's choice in stocks such as Nvidia is forward-looking, on which the fund manager
, says its chipset design offers a competitive advantage in the rapidly developing world
A at 30 Apil 2013 of cloud computing and gaming. “We look to pair stocks in a way that provides multiple
I Mi-Plan IP Global Macro Fund I Benchmark entry points into an industry. In this context Microsoft, Amazon and Nvidia pair well.
Another example would be the pairing of Visa, Mastercard and PayPal, which all
operate in roughly the same industry but with different revenue models.”

hy finweek would consider adding it:

At the moment, the fund is concentrated on stocks that enjoy some form of annuity
flow in their income generation or have an identifiable competitive advantage that
supports growth. For instance, Procter & Gamble has about 21 products that deliver
more than $1bn in revenue each year; Microsoft and Adobe have captive client bases
with annuity income and Waste Management has an unmatched dominance in landfill
ownership.

The fund scooped the Best (South African-domiciled) global multi-asset flexible
fund Raging Bull Award for three consecutive years (2016,2017 and 2018). ®
editorial@finweek.co.za

1year Since inception in May 2013
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PLAY IT COOL THIS WINTER

With hot package deals from the CTICC.

The heat is on at the CTICC this winter thanks to our extensive range of breakfast and full day packages. These
convenient and affordable package deals include everything you need to host an unforgettable event, from delicious
dining choices prepared by our award-winning chefs, to full decor, service and audio-visual options — all wrapped up in
our legendary attention to detail and served in a truly world-class setting. Have a look at the Winter Warmer package
options below, then book your event today.

WINTER WARMER PACKAGES

Full Day

Full Day
Breakfast Conference C:g:ir:;:e

Package Package (Audi and
(Less than 220pax) Ballroom more

than 220pax)

COME IN FROM THE COLD

Call sales on +27 21 410 5000 or email sales@cticc.co.za to host your
Winter Warmer Package at the CTICC before 31 August 2019.

Ts and Cs apply.

Be sure to mention the promotion code ‘Winter’ when you make your book-
ing to qualify for the complimentary hot beverages for all your guests.

URTURE Experience Extraordinary

@ OUR

\WORLD
weare a green conscious convention centre oo@@oe www.cticc.co.za Cape Town International Convention Centre
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Keep an eye on this deal Lasttrade ideas

Steinhoff
A strong set of results from Afrimat fortheyear ~ contributing almost half of the group’s profits. @ 23 May issue
to 28 February. Headline earnings per share However, the concern is the potential
(HEPS) is up by 29.6% on the back of revenue, purchase of Universal Coal for some R2bn. @ Coronation
which is up by 24.6%. ) ) Debt-to-equity is sitting at a 9Mayissue
The dividend was The concernis the potential modest 23.8%, but the deal is likely

purchase of Universal Coal for some ] i ) .
unchanged at 62c, to require a rights issue. @ Platinum
putting the stock on Further, with a market cap of 18 April issue
an undemanding n some R4.4bn, this deal will by a
price-to-earnings ° long way be the largest they've ever @ ADvTech
ratio (P/E) of 13 and Debt-to-equity is sitting at a modest undertaken, and the price proposed 4 April issue

a dividend yield of O for Universal Coal is at a chunky
some 2.5%. premium (and double where the
Management has O stock was trading in 2017).
| )

continually proved o , Smart and profitable deals are
but the deal is likely to require

not only adept at a rights issue. part of the group’s DNA, but the
running the business, size of this deal raises concerns
but also undertaking (also see my article on p.18) and |
well-priced strategic deals, most recently would not be a buyer at this point. If the deal is
the Demaneng iron ore mine that is now cancelled, then any weakness could be a buy. B

STAY
reLon

Results provide healthy boost Lasttrade ideas

Telkom, which provides fixed-line access and towers in SA. Its mobile business helped offset @ ABInBev
usage, data communication services, declines in its traditional operations. The 23 May issue
mobile voice and data services and company is also looking at spinning @
customer premises equipment off its property portfolio as a real Redefine Properties
sales, reported better-than- estate investment trust (Reit) to 9May issue
expected financials for the unlock value for shareholders. @
year to 31 March. Remgro

On the day of the 18 April issue
announcement, at the Telkom traded through a key @
end of May;, Telkom's share resistance level at 9 510c¢/ EOH

share on the day that results 4 April issue
13.6%, as it said that operating were released. With the three-day

revenue for the period rose by relative-strength index overbought,

5.3% to R41.8bn and a minor correction may

earnings before interest, be underway. However, a

price soared as much as

tax, depreciation and Telkgm expeCts tO reversal above 8 045c/share
amortisation (ebitda) grew H would present a good buying
8.5% to R11.3bn. bUlId 2 000 opportunity. Reload your

Its mobile service new towers over the position above 9 510c¢/share,
revenue surged 58.3% due i with the short- to medium-
to an 85.9% increase in next three uears - It term target situated at
active subscribers to 9.7m - 12 300c/share.
customers. A final ordinary a|read!-,| has 6 500 Alternatively, Telkom would
dividend of 249¢/share abandon its current uptrend

towers in SA.

will be paid, taking full-year below 7 460c/share, and

dividend to 362c/share — a downside to 6 610c/share

2% increase. could follow. Below 6 240c¢/share another sell-
Telkom expects to build 2 000 new towers off to 5 245c/share could ensue. B

over the next three years — it already has 6 500 editorial@finweek.co.za
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FAMOUS BRANDS

Is further downside

possible?

amous Brands is Africa’s

leading quick-service and

casual dining restaurant

franchisor. Its portfolio includes
Wimpy, Mugg & Bean, Europa,
tashas, Vovo Telo, Steers, Debonairs
Pizza and Fishaways, among others.
It is also involved in manufacturing
and logistics, with a focus on owning
and managing the back-end supply
chain of its restaurants.

Famous Brands tested an
all-time high at 18 655c/share
in October 2016 from lows
established in 2009 at 1 200c/
share.

Investor sentiment dipped after
the company acquired Burger
Kitchen's (GBK) restaurants in the
UK and Ireland for R2.2bn, adding
75 company-owned restaurants to
Famous Brands.

With mounting losses at
GBK, shareholders now feel the
acquisition was simply overpriced.

52-week range: R75.01- R119.95
Price/earnings ratio: -

1-year total return: -26.44%
Market capitalisation: R8.01bn
Loss per share: R7.21
Dividend yield: -
Average volume over 30 days: 15233

SOURCE: IRESS

The company has already written
down the value of its GBK division
by more than R1bn, as the rise

of online food delivery and rife
premium burger competition
continues.

Results for the year to end-
February, released on 29 May, as
this issue of finweek was going to
print, indicated a decline of 5% in
operating profit, to R850m.
Outlook: Famous Brands
breached the support trendline of
its long-term bull trend in August

marketplace killer trade

By Moxima Gama

P iOeS 0.300 00, B.X00 99, 0 VT 00, LD 00 -10 2 000)
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2017 and is currently trading in a
bear trend in the form of a wedge
pattern.

The share price tumbled
further, breaching key support at
9 050c/share, after reporting a
grim set of results in March.

On the charts: Famous Brands is
teetering on the lower slope of its
wedge pattern, but is also retaining
support at 7 500c¢/share.

Go long: If support is firmly
retained at 7 500c/share, the
current wedge formation would

SOURCE: MetaStock Pro (Reuters)

end positively above 9 050c/
share — presenting a good
buying opportunity. Such a
move could see Famous Brands
recover towards 10 670c/share
in the medium term.

Above that level, expect
further gains to 12 725c/share.
6o short: Breaching the lower slope
of the wedge, below 7 500c/share,
could trigger another sell-off —
potentially extending losses rapidly
through 6 750c¢/share — towards
4 600c/share.m

NAMPAK

Recovery could be

pending

ampak, which celebrated 50
years on the JSE this year,
is Africa’s largest diversified
packaging manufacturer.
Outlook: Nampak is experiencing
continued downside momentum.
Spooked by challenges faced
in the rest of Africa, Nampak
announced that it has sold its
Nigerian paper packaging unit
as part of a plan to shrink its
portfolio and boost returns.
It has, however, retained its
aluminium and tin canning
products and services in Nigeria.
Nampak results were due the last
week of May, as this edition of
finweek was going to print.
On the charts: Nampak is
currently testing 1999-lows and

52-week range: R9.65 - R17.88
Price/earnings ratio: 6.99
1-year total return: -21.03%
Market capitalisation: R7.26bn
Earnings per share: R1.51
Dividend yield: -
Average volume over 30 days: 784519

SOURCE: IRESS

may tick upwards if support is
firmly retained at 965c¢/share
and the three-week relative-
strength index (3W RSI) breaks
out of its own bear trend.

Go long: A move above 1260c/
share could attract new buyers,
and upside towards 1 790c/

share could follow. Because this
would be a recovery within its bear

o @finweek o finweek @ finweekmagazine

4883
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s

trend, a neutral position should be
initiated. A positive breakout of the
bear trend would only be confirmed
above 2 070c/share — with
potential gains to 2 920c¢/share.
The rising bottoms on the RSI
chart (positive divergence) may be
signalling a pending recovery.

Go short: Stay out of Nampak if

hl £}

SOURCE: MetaStock Pro (Reuters)

downside should continue below
965c/share. Next support is at
630c/share. m
editorial@finweek.co.za

Moxima Gama has been rated as one of the
top five technical analysts in South Africa.
She has been a technical analyst for 12 years,
working for BIM, Noah Financial Innovation
and for Standard Bank as part of the research
team in the Treasury division of CIB.
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invest DIY

By Simon Brown

Uber or Lyft?
Or another sector altogether?

When you are considering an investment in a particular sectar, you often have to choose between companies that
are very similar. How do you pick one? And how do you know that the sector is a solid investment?

ne of the key points of investing is
to focus on specific sectors, such
as mining, banking, food retail
and so on.

A broad investment psychology would
guide one towards the sectors that are more
likely to return great profits. Then you would
find the best company within that sector. This
is called a top-down approach.

Bottom-up investing starts with the theory
that a great investment can offer great returns
— even if it is within a less-than-ideal sector.

Personally, | always use the top-down
approach, rather than the bottom-
up approach. There are two key
reasons for this.

The first reason is that
my ideal holding period is
forever. Therefore, | need to

be in great growing sectors
so that | can stay invested.

If you're buying
bottom-up, the sector may
be sub-par and eventually
the company you've invested
in will weaken with the sector. This
weakening will mean you'll need to exit and
will leave you having to make the decision
about when to sell. Furthermore, you'll then
need to find another investment for the
freed-up money.

My second reason for initially focusing
on the sector, before drilling down to the
individual stock, is that a strong growing
sector adds further momentum to potential
earnings for the company.

Now, the easy way (or perhaps the lazy
way) of following the top-down approach is to
broadly buy the sector. In other words, rather
than deciding between Pick n Pay or Shoprite*
you buy both, essentially hedging your bets.

As a rule, | do not go this route unless
there really is a stark difference between the
two. | also always limit it to two stocks within
any sector. If | can't decide which two, | take
the approach that | simply don't know the
space well enough.

What is also very important is to truly
understand not only the strengths of the

16 finweek 6 June 2019

various investment options within the sector,
but also to fully understand the differences
between the two companies.

As an example, let’s use the recently listed
Lyft and Uber. Both operate in the digital
ride-hailing space, but they have some stark
differences that determine which would make
a better investment — at the right price.

Lyft really only operates in the US market
while Uber is very much a global business,
operating in some 65 countries (although the
US market is its key one). The issue here is
that in US cities there usually are already well-

established metered taxi operators.
Furthermore, not only is there a
pushback against these two
A, companies, but also capped
a7 prices. Both businesses
have been operating as
convivence, but also on
price and the existence of
metered taxis caps in terms
of what they can charge.
In other markets, such as
South Africa, the existing metered
taxis were never really used to that
extent, especially not by locals. That means
there is less direct competition and Uber
therefore also has more pricing power outside
the major US market.

My household is now a single-car one.
| therefore use Uber a lot, especially when
traveling, as Uber is often easier than renting
a car. If Uber upped its fares, | would continue
to use the service. Now sure, there is a level at
which too high a fare will see the number of
rides falling — but they certainly do have some
pricing power.

The second major difference is Uber Eats.
Lyft is really just a one-trick pony: digital ride-
hailing in the US. Food delivery is a far easier
and more profitable business, and gives Uber
an extra leg of profit that Lyft lacks.

So, two very similar businesses — but
when we dig deeper there are key differences
that make Uber a much more attractive
investment proposition than Lyft.
editorial@finweek.co.za
*The writer owns shares in Shoprite.

What is also very
important is to truly
understand not only
the strengths of the
various investment

options within the

sector, but also to
fully understand the
differences between
the two companies.
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STOCK MARK

Algorithmic and High-Frequency Trading are the new buzz-words — always more,
faster and better. Even though speed is essential, execution performance weighs
heavily, and with pressure from all sides to comply with MIiFID Best Execution
requirements, it is becoming crucial fo measure and report transaction costs.
Capturing the comrrect magnitude of transaction costs is very important for trading
strategies and portfolio allocations.

S-Software Design has been providing fransaction cost analysis (TCA) for equities
on the JSE to major role players in the financial markets since 2006. With our
combined expertise, we have spent the last twelve years researching and
improving our suite of services.

The goal of such a TCA is to break down the costs according to the brokers and
execution means. Their efficiency is challenged and ways are identified to improve
the practices of the execution desk. The results of the TCA analysis are then shared
with the portfolio managers of the investment firm. The outcomes are used for
review of the state of market liquidity and also used for the allocation process.

The compliance function also uses the results for the regulatory requirements.

Now, for the first time, we have expanded our services to include offshore
fransaction cost analysis on frades executed on any stock exchange around
the world. Our TCA offshore solution boasts the use of tick-by-tick data from
international exchanges, and combined with your unique execution interval, we
can analyse your performance in the most effective way possible. We have also
recently expanded to provide TCA on fixed income instruments on the JSE.

In contrast to many other TCA providers, we analyse your portfolio on a
frade-by-frade basis. Our measurements include an amival price benchmark
(implementation shortfall), the execution interval volume-

weighted average price (VWAP) and a best execution volume

benchmark. We also measure and compare the performance of

the various role players active throughout the execution interval.

We have different ways of delivering your results - tailor-made

to suit your organisation's needs. We have an application
programming interface (API) as a RESTful Webservice for the JSE,
including an HTMLS front end. This APl can be integrated into most
existing software systems. Additionally, for all our product offerings,
weekly or monthly results are available as a detailed Microsoft Excel
spreadsheet, or alternatively, as a detailed report in

pdf format.

o

S-Soltware Design
Research & Development

| Transaction Cost Analysis

The original version of our TCA
system was developed in 2006

in collaboration with the Centre
for Business Mathematics and
Informatics of the North-West
University. In 2015 we became
independent from the NWU. The
original ideas are now expressed
in a new and versatile

software system.

DAWIE DE JONGH was Professor
at the Centre for Business
Mathematics & Informatics at
North-West University until 2015.
HANLIE STEYNBERG is a scientific

programmer, database
specialist, systems designer

and validator.

Please contact us for more
information:

www.ssoftwaredesign.co.za
dawie@ssoftwaredesign.co.za
hanlie@ssoftwaredesign.co.za

079 562 6753 (Office Number)

ucts includes:

Ultimate Execution = Equities:
Includes analyses through an API, as
well as offline analysis on the JSE.

Ultimate Execution - Fixed Income:
Includes analyses through an API, as
well as offline analysis on the JSE.

Offshore Ultimate Execution - Equities
Offline analysis with currency converter
- all results converted to US Dollars.
Contact us to have one month of your data
analysed at NO cost and NO obligation.
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marketplace invest DIY

By Simon Brown

Stop paying for these mistakes

When companies that are thriving take on large, capital-intensive projects, they often fail to deliver. And
shareholders pay the price for this. Sasol's Lake Charles project is a case in point.

oe is Sasol*. Its Lake Charles jaunt was
initially supposed to cost some $8.9bn,
but it kept on creeping higher and earlier
this year Sasol said the costs could be
as much as $11.8bn. That was absolutely and finally the
maximum it would cost, the company said.

But then came the latest announcement, in which Sasol
now admits it'll be costing somewhere between $12.6bn
and $12.9bn. That's a cost overrun of almost 50%
and is completely insane.

Now sure, when building something
cost overruns are part of the deal. If you've
ever built a house (or even just done an
extension or some remodeling) you'll
know all about cost overruns. In fact,
when costing a build, the person pricing
it generally adds between 10% and 15%
extra for this exact reason, and it always
seems to get used.

But 50%?

The problem is that when the project was
being conceived, the long-term profits would have
been based on the $8.9bn figure. With an extra $4bn being
spent, the profitability (return on capital) is significantly less.
Taking it a step further, we can surely assume that if the
initial costing had projected the $12.9bn amount, the project
would never have been undertaken?

So now Sasol sits with an asset that it massively
overpaid for and that will deliver returns well below what
was expected.

The question of course is who gets fired? Does it even
matter? Shareholders carry the cost — and the markedly
reduced returns — while the executives take their salaries
home (perhaps with reduced bonuses) and they are free to
ride off into the sunset.

There is also a bigger issue here that | have written about
before. The desire to always be growing.

What was wrong with Sasol that it needed to pivot
towards a chemical company, as opposed to just an oil and

SASOL 52-week range:

gas company? Sure, changing dynamics in its core markets
may have reduced long-term profitability. But notice that
the attempt to solve that problem has now led the company
straight towards reduced long-term profitability.

Aside from Sasol, the JSE (and, in fact, all global markets)
is littered with large projects, and merger and acquisition
(M&E) activity. These are meant to boost profits, but instead
they often severely dent them. Most research on large

projects and M&E activity shows that large deals fail to
deliver on promises about two-thirds of the time.
So why do companies keep trying? Is this
because shareholders demand continued
go-go growth? Or are the executives
blinded by the idea of being bigger, better,
faster and richer? What is wrong with
being a stable company offering decent
enough growth (single digits that beat
inflation) and solid, chunky dividends?

Personally, | have a number of stocks
in my portfolio that have undertaken these
kinds of large deals and every single one has

failed. So now | have a new rule that | am adding
to my investment strategy. Any large project, merger or
acquisition will trigger me to put the stock on the sale
table. | won't sell immediately because the market usually
gets excited about these deals and drives the share price
higher. | will take that extra profit.

But then when the hard, and seemingly certain, reality
of failure starts to weaken the share price, | will take my
money and run.

Sure, Sasol will survive and offer profits again one day and
executives won't be taking on any large projects anytime
soon. But the damage is being caused in the long term, and
it's the shareholders that are paying for it.

, for one, will no longer be paying for these blunders.
| may re-enter a share again, but they'll have to convince
me of the merits — as does any other stock | buy. B
editorial@finweek.co.za
*The writer owns shares in Sasol.
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. ‘DON'T FALL FOUL
OF THE LAW!

The Occupational Health and Safety Act aims to provide for the health and safety of persons at
work and for the health and safety of persons in connection with the activities of persons at work
and to establish an advisory council for occupational health and safety.

The Occupational Health and Safety Act applies to all employers and workers, but not to:

» Mines, mining areas or mining works (as defined in the Minerals Act);
« Load line ships, fishing boats, sealing boats, whaling boats (as defined in the Merchant -
~ Shipping Act) and floating cranes — whether in or out of water — and people in or on these #
SN areas or vessels.

By law companies are expected to adhere to South African standards and regulations. The
framework for these standards is set in the Occupational Health and Safety Act of 1993. Having
an effective and accurate Occupational Health and Safety System in place allows you to be on
top of safety within your working environment and have control of your contractors.

New Media publishes full versions of the Occupational Health & Safety Act
and Regulations to enable South African businesses to comply with the law.

A L L LA L5 L s

F YOU EMPLOY FIVE OR MORE PERSONS AT YOUR WORKPLACE, EN
THAT YOU HAVE A COPY OF THIS BOOK AVAILABLE AT ALL TIMES!

A B B B 8 L8 L sy

If you want to easily comply with all health and safety laws, prevent accidents before they

happen, get your employees to always wear their PPE and avoid unnecessary expensive

consultant fees, then you should be using New Media's Occupational Health & Safety Act
! and Regulations to assist you.

Don’t waste any more time — place your order today at R199.95
per copy inclusive of VAT and delivery!

Or you could order more than one copy at the discounted rates of:

5 + copies = R849.75 inclusive of VAT and delivery
10 + copies = R1599.50 inclusive of VAT and delivery ﬂﬂﬂuﬂaﬁnnm Heal
ailth
If you order 10 or more copies we can personalise them with your Saf&!uﬂm
company details on the outside front cover at no extra cost!
This is a perfect corporate gift for your clients or alternatively an
exceptionally useful publication for your HR department.

»

E' To place your order today or for more information,
. contact Natalie Da Silva on 011877 6281 or
. Natalie.dasilva@newmedia.co.za.

----------------------------------------------------------

S ————
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marketplace Simon says

By Simon Brown

CORPORATE

GOVERNANCE

Thomas Thomsen
Former CEO of
Ascendis Health

Letting
go of
aCEO '|

CEOs are falling left, right and centre. Ascendis
Health CEO Thomas Thomsen is gone after
only 14 months in the job. That's harsh. It's not
really enough time to do much, so we must
assume he was just the wrong person for the
job. As such, it becomes the board’s fault for
hiring him. But | suppose they deserve credit
for acting decisively rather than waiting. Peter
Moyo's suspension (he hasn't yet been fired) at
Old Mutual is because of a conflict of interest.
But this conflict was known when he was
appointed. So, really, here both Peter Moyo and
the board have failed to manage the situation.
At the end of the day;, it's all just messy.

Why allow
leveraging
against shares?

Netcare CEO Richard Friedland was a forced
seller of almost 10.5m Netcare shares — nearly
his entire holding. The story is the same old. He'd
used them as security against a loan (either for
other purposes or to gear his holdings) and when
the Netcare share fell far enough, it triggered
selling by the lenders to protect themselves.

On the two days of selling the stock lost over
8%, hitting levels last seen in 2012. I've written
before about CEOs using leverage and the
serious negative impact it has on ordinary
shareholders. It's legal, but if it was my company;
| would ban this practice. | also don't understand
why they do it. How rich does one really need to
be? Especially considering that, in this case, the
CEO earned over R50m last year.
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Simon’s
stock tips

Founder and director of investment
website JustOnelLap.com, Simon
Brown, is finweek’s resident expert
on the stock markets. In this column
he provides insight into recent
market developments.

TIGER BRANDS

Questions
about class
action remain

Tiger Brands results saw headline earnings
per share (HEPS) for the six months to
end-March down 12%. Yet a special dividend
of 306c per share, coupled with an ordinary
dividend of 321c, was declared. It's nice for
shareholders, but | wonder about the current
ongoing class action lawsuit surrounding
the fatal listeriosis that originated from

its facilities. Insurance will not pay for the
exemplary or punitive damages. (The recent
Life Esidimeni case saw R1m of punitive
damages awarded per death, so Tiger Brands
could potentially be looking at over R200m.)
That said, the group is very cash-generative
and has a number of assets worth over
R2bn on the balance sheet currently held for
sale, so they'll be able to cover any punitive
damages.

How rich does one really need to be?
Especially considering that, in this
case, the CEO earned over

R50m

last year.

PIONEER FOODS

Price won't
remain king

Pioneer Food Group saw HEPS for the six
months to end-March off 14%, as revenue

grew 11.5%, and the adjusted operating margin
was down from 9.6% to 6.6%. This squeeze

is because consumers are under pressure

and are being much more careful about

what they pay for products. The Tiger Brands
presentation talked about 60% of consumers
actively comparing prices across brands. We
can assume that these consumers then buy on
price and not on brand. Furthermore, 25% stock
up on premium brands when on promotion.
This indicates that many are still brand loyal,

but they need lower pricing to retain them. As |
wrote recently, Warren Buffett says the tension
between branded producers and retailers has
swung towards the retailer, but it will swing back
to the producers in time. This data supports
that theory.

HUAWEI

Trumped

Global trade wars are heating up and getting
confusing. At the time of writing, US President
Donald Trump had also banned Chinese tech
company Huawei from doing any business
with US companies. The reason provided was
that Huawei is a threat to national security

as it produces 5G equipment, which could be
used to spy on nation states. Importantly, there
is no evidence that Huawei has ever done so.
The ban cripples not only Huawei, but also
global 5G rollout. But then things got messy
when Trump said Huawei could be part of the
trade deal. So, which is it? A negotiating tactic
or a threat to global security? They're vastly
different things and, frankly, nobody knows.
The uncertainty is a worry.
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SANTOVA VODACOM PHUMELELA

Happy to hold

Santova* results for the year to 28 February
show a quality company that is struggling

in tough economic conditions. A key point
was the increase in the dividend from 7c per
share to 7.5c. This indicates that the board is
confident the company is generating enough
cash to run the business and they can pay
more back to shareholders. That confidence
may in time prove misplaced. But this, as
always, has been a very well-run small-cap
stock. While the share price has not been
rewarding, | am happy to trust the board and
continue holding. Also noteworthy from the
results presentation was that the top ten
clients make up only 11.39% of net revenue
and only four are exclusively South African,
indicating a diverse client base.

While the share
price has not been
rewarding, | am happy
to trust the board and
continue holding.

DIS-CHEM

Priceis lagging
valuation

Dis-Chem results for the year to end-February
were disappointing. Even if we remove the
one-off costs around strike action between
November and April, this stock is on a price-
to-earnings ratio (P/E) of over 30 times. It is
simply not growing fast enough to justify that
valuation. | have cautioned about this before.
The steep valuation is just not unwinding
with strong HEPS growth or a lower share
price (the former being the desired way to
unwind high valuations). Right now, | do not
see great growth, so | would expect price
weakness instead.
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This squeezeis
going nowhere

Vodacom results for the year to end-March

show a continuation of my theme around this

sector. Consumer prices are being squeezed;
the company claims a R2bn drop in pricing
to local customers with more to come. With
costs and capital expenditure not declining
and growth in the number of consumers
using data not offsetting the declines, expect
this squeeze to continue.

LONGALIFE

Great
potential,
decent value

Long4Life* results for the year to end-
February show that the company still holds
some R1.1bn in cash. The interest earned on
cash equates to about 15% of their profits.
But even if we remove that interest, profits
for the latest year were good. The Sorbet
beauty chain did especially well, considering
Long4Life only paid some R120m for the
business and it now generates profit of
almost R40m. This is the sort of deal one
expects from the company. With a good base
of cash-generating assets (especially Hold
Sport) more deals will in time further expand
profits. 