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In our last newsletter, we got right into the heart of one of our core holdings in British American Tobacco. Given the 
latest market volatility, both on the up and downside, following the vote by Britain to leave the European Union, we 
thought it would be a great opportunity to expand on this discussion and talk about the importance of the core in your 
portfolio. We often talk of the core of a share portfolio, and in this we refer to those stocks which give your portfolio 
a solid foundation. This core (the ‘engine room’) is what drives the portfolio during the good times but importantly, is 
also the centre which holds steady during volatile and uncertain times. These are the consistent earners and dividend 
payers with well respected management teams. The stand-out in many of these businesses is the competitive advantage 
they possess over their peers or other market segments, management often being one of these factors. Coupled with 
these qualities, managements’ ability to create value for shareholders, recently experienced by the Bidvest unbundling, 
is another important consideration.    
 
In the note that follows, we expand on the British American Tobacco analysis and add to it a discussion on the core 
of the portfolio, namely Mediclinic International, Bidvest (and Bidcorp), Aspen Pharmacare, Richemont and SABMiller. 
We also touch on the decision to reduce the weighting of SABMiller in those portfolios where it had become a large 
component, and the value of prudence in investing, although mindful that it doesn’t always go our way.  
 
You often hear us talk about viewing the portfolio as a whole and how looking at your portfolio as a single unit is so 
important. The crux of this discussion stems from establishing that very core or engine room that can shield the 
portfolio during uncertain times. These core shares often work together in that share price weakness in one is offset 
by strength in another at different times of the economic cycle with the ultimate goal being the outperformance of the 
group of shares as a unit. In the graph below, we highlight the strength of these core shares as measured against the 
JSE All Share index over the past five years. For simplicity sake, we have equally weighted the shares.  
 
Evident from the graph below is the outperformance of the shares individually, but more importantly, the 
outperformance of the core and the steady growth achieved when measured against the overall market.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
We carry on the discussion below with some of the strengths these stocks bring to the portfolio and the ways in which 
they add value.  
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The first factor that almost all of these business have is brand association. This was highlighted in our discussion on 
British American Tobacco (BATS) and their ability to grow margin through economic cycles. The ability of the business 
to do this rests not only in the strength of the brands housed within these businesses but also the ability of management 
to mix price and volume to achieve a greater output. With the exception of Aspen (whose brands may only be known 
by the medical fundis out there, although Prep has played its part in almost all households at some stage), the bulk of 
the core have strong underlying brands including Peter Stuyvesant and Dunhill (BATS), Castle and Hansa (SAB), Cartier 
and Montblanc (Richemont), McCarthy and Cecil Nurse (Bidvest) and the obvious Mediclinic hospitals.  
 
We often hear management teams talk of creating value for shareholders and this is a standout feature within the 
businesses that make up the core. Let’s also not forget the enormous value that was created by Richemont through 
their unbundling of BATS, through which investors received both BATS and Reinet. Another great example is the 
recent unbundling by Bidvest of it international foodservice business in Bidcorp.  
 
 
 

 
 
 

 
 
 

 
 
 
Lastly, and a very important consideration when investing is whether management has ‘skin in the game.’ We would 
prefer to be seen as investing alongside management and often find those businesses where management have significant 
stakes are those that take decisions that benefit the business over the longer term rather than chasing short term 
performance. On this point specifically, Aspen is a prime example. The top two decision makers in the business own 
just over 16% of the company, equivalent to over R25bn. Although not quite back at the heights of around R440 per 
share that it traded at just over 18 months ago, having management as such large shareholders does instill a level of 
confidence that decisions are taken for the benefit of all shareholders.   
 
So what did the core do the week following the Brexit vote, where markets were both heavily rattled by the 
vote but also experienced a major rebound…?  
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Bidvest @ 
Friday 27 May 

R370.33 

Bidvest & 
Bidcorp 

Combined @ 
Monday 30 May 

R422.55 

Unbundling of Bidcorp resulted 
in immediate value uplift for 

shareholders of 14.1% 

Not as weak on the way down…. 

And stronger on the way up! 
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 RMH has made its second acquisition in the property sector, announcing the acquisition of 34% of Propertuity 

Development Company. Propertuity focuses on the redevelopment of industrial and office areas in Johannesburg 
and Durban and currently owns 50 properties in Johannesburg and 20 in Durban – diversification a good thing 
but still too small to move the needle;   

 
 Famous Brands announced another acquisition, this time in the manufacturing space. In line with its strategy to 

build up its supply chain, the Group announced the acquisition of a state-of-the-art tomato paste manufacturing 
plant, Cape Concentrate, situated in the Coega precinct in the Eastern Cape. The practically unused facility, 
constructed in 2010 at a cost of R200 million, was bought out of liquidation at a significantly discounted price – 
continuing to strengthen every aspect of the business;   

 
 Steinhoff - Since moving their listing to Frankfurt, Steinhoff has made several unsuccessful bids in their drive for 

offshore expansion, including Home Retail Group and Darty. In mid-June however, Steinhoff acquired 22.7% of 
Poundland and slowly upped the stake to a total of 23.6%. This week, Steinhoff then announced a cash offer of 220 
pence per share for the entire business, with its directors expecting to recommend that shareholders vote in 
favour of the offer. The deal values the Group at £597m, which represents a 40% premium to the closing price of 
Poundland prior to Steinhoff’s first acquisition of shares in the retailer. Poundland is a price-driven, volume-led 
business, serving approximately 7 million customers per week. It is Europe’s largest single-price discounter with a 
network of more than 900 stores across the UK, Republic of Ireland and Spain – Steinhoff continues to march 
on with its expansion plans across the UK and Europe; 

 
 Brait reported a strong underlying performance from their core holdings for their year to end March. While the 

perception of their investments is strongly weighted toward the UK, with the exception of Iceland Foods and the 
cash the Group holds in GBP, the underlying performance of New Look and Virgin Active is likely to be relatively 
unaffected by the Brexit vote. New Look is expanding rapidly into China and Virgin Active, while growing rapidly 
outside of the UK, has focused its attention on the very upper end of the market in the UK, one that is fairly 
resilient to economic shocks – proven track record of great deals and a whole load of cash to spend is quite 
enticing; 

 
 Aspen seems to be back on track, announcing in the space of two days the refinancing of its debt and then the 

acquisition of rights to a portfolio of anaesthetics from AstraZeneca. The refinancing of its debt was done in the 
form of funding facilities to the value of €3bn and although no indication was given as to the rates at which this 
was done, recent corporate financing in Europe by other large corporates at very favourable rates indicates a 
similar story for Aspen. The AstraZeneca deal includes a payment of $520m for the rights as well as sales related 
and ongoing royalty payments. The rationale behind the acquisition is simply that anaesthetics is a niche area that 
Aspen has a proven track record in, coupled with the fact that the manufacture of these medicines involves a 
sterile environment, an area of manufacturing that Aspen has experience in. Aspen is also able to plug these 
products into its current hospital focused sales force – Starting to look good again and potentially a little bit 
of corporate action to come;  

 
 Mr Price released a surprisingly good set of results given the intense competition that has flooded our market 

over the past two to three years and the increased cost pressure that many consumers in South Africa face. Sales 
increased 8% on a 52 week basis with comparable store sales growth of 4.2% while unit sales growth was muted 
at 1.0%. It is encouraging however to note that Mr Price started to experience improvement into the 4th quarter 
and the margin uplift experienced is reflective of their continuing to right-size and improve store networks – A 
question we continue to ask ourselves is where is the money coming from? 

 
 Bidvest announced, post the unbundling, the acquisition of Brandcorp, which was previously delisted from the 

JSE in 2007 by Ethos Private Equity. Brandcorp is a holding company of businesses involved in the distribution and 
reselling of a wide range of niche, high-quality industrial and consumer products in southern Africa. The most well-
known brand held by the company is Cellini, the manufacturer of fashionable and distinctive luggage and travel 
accessories – Already on the acquisition trail and we expect more to come…. 
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 MTN appoints CEO and announces a series of executive appointments – Rob Shuter has been appointed as 
Group President and CEO, assuming the role after serving out his current position as CEO of the European 
Cluster of the Vodafone Group, which will be no later than 1 July 2017. Mr Shuter has previously held senior 
positions at Vodacom, Standard Bank and Nedbank. Phuthuma Nhleko will continue to serve as executive 
Chairman of the Group until the arrival of Mr Shuter, after which he will revert back to his non-executive 
Chairman role. Brett Goschen, the current group CFO will leave MTN effective from the end of September, 
to be replaced, in an acting capacity, by the current CEO of MTN Rwanda, Gunter Engling. In a move that 
potentially signals MTN’s intentions to either consolidate the market in countries where there are more than 
four operators and/or divest smaller countries’ operations, MTN has appointed Stephen van Coller as its Vice 
President of Strategy, Mergers & Acquisitions, effective from October 2016, as well as the appointment of 
Kholekile Ndamase as Deputy Head of Mergers & Acquisitions. Mr van Coller has over two decades of 
experience in the financial services industry, holding senior positions at Deutsche Bank before moving to 
Barclays Africa, where he currently holds the position of CEO of Barclays Africa Corporate & Investment Bank. 
Mr Ndamase joins from RMB where he led the equity based financing business. These appointments have been 
well-received by the market – Nigerian fine resolved and Management team significantly boosted, good 
things to come? 
 

Touching on the SABMiller in the portfolios, this gives us a good opportunity to highlight the often underestimated 
value in prudence when investing.  

 
The SABMiller sale and GBP price set as part of the deal gives a great example of how prudence put-to-use takes 
the risk out of making emotional decisions, such as thinking the Rand may continue to weaken or there would never 
be a Brexit vote. For many investors, SABMiller had become a very large position in the portfolio, from years of 
being invested in the company but also due to the spike in the price since ABInbev announced its intention to 
acquire the business. As a result of the price being set at £44 per share, the SABMiller share price has effectively 
become a bet on the British Pound. The graph below indicates the closing of the gap between the share price of 
SABMiller and the Rand equivalent of £44 per share as well as what we saw as a ‘base price’ pre the firing of Finance 
Minister Nene. When we first indicated our intention to halve the weighting of those large positions in SABMiller, 
at around R900 per share, although a prudent thought process, it was a difficult sell internally! But as the deal has 
neared completion, the discount to the deal price closed and the Pound weakened, so the cautious and prudent 
approach has paid off. 
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Divestment of 
interest in 
MillerCoors 

ABInbev List 
on the JSE 

ABInbev 
receives binding 
offer for SAB 
European assets 

Agreement to 
sell SAB’s China 
business 

Deal gets EU 
clearance 

Deal gets SA 
clearance 

Rand starts to 
strengthen 
with global 
‘risk-on’ trade 
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Of course we as South Africans know how it feels to have a battered currency, but for once it’s not the Rand that has 
taken a knock. It may be tough for the importers in the UK right now but the tourism industry should be rolling out 
the red carpet to what has almost overnight made a UK holiday 10% to 15% cheaper – with estimates that it could 
become even cheaper!  
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Britain shocked the world on the 24th of June, following the release of the results of the referendum, which showed 
that 52% of British voters elected to “Leave” the EU. Pre-referendum polls conducted by several independent agencies 
showed the “Remain” camp edging ahead in the days leading up to the referendum. Bookies’ odds were overwhelmingly 
pointing to a “Remain” vote, assigning less than a 30% probability of a “Leave” vote the day before the referendum was 
held. Markets became sure of a “Remain” vote on the day of the polls, making the subsequent result that much harder 
to swallow. Markets reeled in the wake of the results, sending major global indices down more than 3% on two 
successive trading days. The pound was the biggest casualty, falling close to 10% following the results release, while the 
traditional “safe-haven” assets – US$, Yen and Gold – rallied on the news.  

 
The FTSE 250 mid cap index, the best proxy to gauge the effect on locally-focused British companies’ share prices, has 
declined by just over 20% in US$-terms since the referendum results were released. The pound sank to the lowest 
level since 1985 in the week following the results, down 12.5% against the dollar. Gold has been the biggest beneficiary 
of Brexit, up 8% over the period, with the other traditional safe-haven assets of the Japanese Yen and the US dollar 
index up 4% and 3%, respectively. Negative bond yields have become a significant feature in global sovereign debt 
markets over the last 6-months, following Eurozone and Japanese Central Banks decisions’ to drop deposit rates into 
negative territory in a bid to kick-start inflation. The Brexit vote has pushed these yields further into negative territory.  

 
The graph above illustrates the current yields on outstanding government bonds from Switzerland and Japan from 2-
year to 50-year issues. 
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While it may look like a mistake, Swiss government bond 
yields are in fact negative out to 50-years. This means that 
the Swiss government is getting paid to borrow money 
that it only has to repay in 50 years. Japan holds by far the 
most negative yielding debt of any country, which has 
reached approx. $10 trillion on a global basis.  
 
Japanese government debt yields are negative to 15 years, 
with its 40-year issue having a yield of just less than 0.1%. 
This is indicative of the perceived safe-haven status of 
these governments’ bonds but also the expectation for 
long-term continued deflation in these countries, 
expected to keep their currencies strong and drive 
further inflows into these bonds should further 
uncertainty transpire. US Treasury bonds have also 
surged in the wake of the referendum results, with the 
yield on the benchmark 10-Year issue dropping to the lowest on record. 
 
Does the EU need Britain, or does Britain need the EU? 
 
The scaremongering by the “Leave” camp was centred on the EU’s central tenet of allowing the free movement of 
people between countries within the bloc. The wave of net migration into the UK from the broader EU25 countries 
has continued unabated since 2004, with net migration into the UK in 2014 and 2015 being the highest on record. The 
record influx has put pressure on the UK’s budget, which has in turn led to more stringent conditions on UK citizens’ 
unemployment and retirement benefits over the last few years. 
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When we look at it on a compounded basis, it gives us a clear picture that while foreign and other EU citizens were 
attracted by what the UK had to offer, just as many if not more people have flooded in from the Commonwealth, an 
area that includes a vast area in Southern Africa, Australia as well as India, Singapore and Sri-Lanka – but why have so 
many of the British left? 

 
Looking further into the main concern voiced before the Brexit vote – trade deals with EU members in the event of a 
“Leave” vote – it becomes starkly evident that the Eurozone is stuck between a rock and a hard place, insofar as how 
it handles the exit of Britain from the EU. 

 
To discourage other member countries from following suit, the EU needs to impose harsh trade terms on the UK, 
denying free access or preferential trade by the UK into the EU, should the UK reject the free movement of people 
between the Eurozone and the UK. However, when looking at the graph above, which illustrates the UK’s current 
account balance (predominantly made up of the trade balance) as a percentage of UK GDP, it shows that the UK is 
currently running a current account deficit with the EU equivalent to approx. 6% of the UK’s first quarter GDP in 
2016.  
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This compares to a far more equitable balance with non-EU countries, equating to a deficit of just 0.7% of GDP. The 
UK is Germany’s third largest export destination, after France and the US, while in terms of net exports, Germany had 
a trade surplus of approx. €51bn with the UK in 2015, narrowly behind Germany’s higher trade surplus of €54bn with 
the US. To make matters worse for Europe’s largest economy, Germany has the most to lose from a break-up of the 
EU, as the reintroduction of the Deutsche Mark would see its export competitiveness rapidly evaporate. While the 
Eurozone would be unable to replace the loss of British trade, an exit from the EU would allow Britain to negotiate its 
own trade deals, potentially increasing trade with Asia, and China in particular. Chancellor of the Exchequer, George 
Osbourne has already proposed dropping the UK corporate tax rate to 15% from 20% as an incentive for companies 
to headquarter their operations in London, which compares to Republic of Ireland’s 12.5% rate, and is potentially a 
major future concern for Brussels. 
 
Britain have yet to trigger Article 50 of the Lisbon Treaty which loosely deals with handling of an exit by one of the 
EU members. Article 50 provides for a 2-year period within which the parties can negotiate the terms of the exit. 
However, the negotiations can only begin once the UK officially triggers Article 50. The uncertainty surrounding the 
Prime Minister to succeed David Cameron was greatly reduced following the withdrawal of Andrea Leadsom’s 
campaign to become Prime Minster. This has left Theresa May, the current Home Secretary, as the only remaining 
contender, which paved the way for her appointment to the top position on Wednesday. Despite being a low-profile 
supporter of the “Remain” camp, May has said that “Brexit means Brexit”, and will advance the will of the people in 
taking Britain out of the EU. However, there appears to be no rush in triggering Article 50, with both May and Chris 
Greyling, leader of the House of Commons, signalling their intention to prepare themselves for the negotiations before 
triggering the exit clause, invoking harsh criticism from Germany’s Chancellor, Angela Merkel. 
 
Markets dislike uncertainty, and until such time as there is a definitive decision regarding triggering Article 50 and 
progress made in trade negotiations with EU members in the event of triggering the exit clause, the uncertainty and 
volatility in global markets is likely to persist.    
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Something to take the mind off a panic when it happens….and for a little bit of fun.  
 
Street Dogs: A little Trick for Dealing with a Market Correction 
By Michel Pireu 
FROM The Reformed Broker, Joshua Brown, a little trick for coping with a market correction: 
 
Log into a brokerage account and go to the orders screen. Pick five or six of the best stocks that you’ve missed out on 
— the ones that have always bothered you. Now go to your quotes screen to see where they’re trading and come up 
with utterly absurd prices at which you would buy them. They have to be absurd prices. That’s the whole point. Market 
panics give you a crack at absurd prices. 
 
Next, create GTC buy limit orders for these stocks at these absurd prices. The buy limit will not allow your trade to get 
executed until those prices are reached. The GTC — or Good Til Cancel — part gives you the leeway to watch a 
correction play out over weeks or months with your buy list still in effect. 
 
The important thing is that you put the orders in and leave them alone. Don’t adjust higher if the sell-off appears to be 
running its course and reversing. That’s what the real portfolio is for. 
 
"When you have these absurd limit orders on excellent stocks in place, something wonderful happens to your frame of 
mind," says Brown. "It is completely rearranged and you find yourself beginning to root for even more downside. It makes 
no sense, of course, because the rest of your portfolio is declining in value but your fixation on seeing one or two of 
these absurd prices hit completely overpowers other concerns. You begin rooting for the correction! It’s a bit like betting 
against your favourite football team. Your heart wants them to win but your mind wants the money should they lose. 
Not only do you become completely distracted from the panic … you may even make one or two great buys!" 
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We aren’t the only ones whose politicians make for a good read…. 
 
David Tallboys 
 
So, let me get this straight….the leader of the opposition campaigned to stay but secretly wanted to leave, so his party 
held a non-binding vote to shame him into resigning so someone else could lead the campaign to ignore the result of the 
non-binding referendum which many people now think was just angry people trying to shame politicians into seeing they’d 
all done nothing to help them.  
 
Meanwhile, the man who campaigned to leave because he hoped losing would help him win the leadership of his party, 
accidently won and ruined any chance of leading because the man who thought he couldn’t lose, did – but resigned before 
actually doing the thing the vote had been about. The man who’d always thought he’d lead next, campaigned so badly 
that everyone thought he was lying when he said the economy would crash – and he was, but it did, but he’s not resigned, 
but, like the man who lost and the man who won, also now can’t become leader. Which means the woman who quietly 
campaigned to stay but always said she wanted to leave is likely to become leader instead.  
 
Which means she holds the same view as the leader of the opposition but for opposite reasons, but her party’s view of 
this view is the opposite of the opposition’s. And the opposition aren’t yet opposing anything because the leader isn’t 
listening to his party, who aren’t listening to the country, who aren’t listening to experts or possibly paying that much 
attention at all. However, none of their opponents actually want to be the one to do the thing that the vote was about, 
so there’s not yet anything actually on the table to oppose anyway. And if no one ever does do the thing that most people 
asked them to do, it will be undemocratic and if any one ever does do it, it will be awful.  
 
Clear? 
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