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Introduction 

While being very aware of the realistic value of assets (and the price 

you pay for those assets) is always a sensible approach, we believe this 

is doubly true in a low return environment or a difficult market. 

When ones adds the further dimension of a fairly narrow (and 

shrinking) investable universe (like the local market), we see it vital to 

blend the styles of value investing and ‘growth at a price’.  

The need for the careful positioning of a portfolio comes under the 

spotlight when returns are (or likely to be) very divergent. 

And so, while the rest of the world enjoys its 8th year in bull mode, the 

local market has moved sideways for the past 3 years, effectively 

producing negative real returns in the region of 3% p.a. over the period.  

While a sideways market (effectively like a slow puncture) is the 

scenario we considered most probable a few years back, we need to 

stress that the real performance of ‘the market’ is anything but flat, 

given that 60% of the Top40 constituents are either up by 15% or more, 

or down by 15% or more on a 1-year view. Put differently, just over a 

third of the local market returned between +15% and -15%. This can 

hardly be explained by the normal distribution theory and can hardly 

be described as a sideways market. 

This relative underperformance was partly as overvalued situations 

(e.g. the retailers of a year or so ago) came to earth with a thud, but also 

as the local economy, politics etc. weighed on locally focused shares or 

companies inflicted damage on themselves (e.g. Brait or Mediclinic). 

 While this theory is interesting, it begs the question…so what? The 

answer is that key is (and always will be) to ensure that you are exposed 

to good companies (as opposed to the hot sector/ stock of the day), with 

decent prospects (at least over the next 3-5 years) and that you pay the 

right price. 

In our portfolio commentary section that follows, we look across our 

local portfolios, highlighting some counters that we deem most notable 

during the first half of 2017. While most of these are model holdings, 

we have included some not typically held but deserve attention. 

 

 

 

 

-40% -20% 0% 20% 40%

Netcare

AngloGold

Barclays A

Life Health

Woolies

Bidvest

Nedbank

RMB

FirstRand

Truworths

Anglos

MTN

BHP

Sasol

Tiger Brands

Redefine

Steinhoff

Growthpoint

STND Bank

Old Mutual

Remgro

Sappi

Mediclinic

Intu

Mr Price

Aspen

Sanlam

Gold Fields

Fortress

Investec

Vodacom

Reinet

Discovery

Bats

Shoprite

Richemont

Capitec

Mondi

Bid Corp

Naspers

6 Month % Return - 1 Jan to 30 Jun 
2017

25%

40%

35%

Down over 15% Between -15 and +15% Up Over 15%

http://kornerperspective.co.za/
mailto:admin@kornerperspective.co.za
https://twitter.com/KornerPerspect
https://www.linkedin.com/company-beta/16197361/


  
Tel: +27 11 706 3977/4 www.korper.co.za 

KORNER PERSPECTIVE (PTY) LTD 
Authorised Financial Service Provider (FSP No 42387)  

 

 

Banking and Financial Holdings 

Politics, such as cabinet reshuffles (and the resulting rating downgrades), an ill-considered new mining charter, an attack 

on the reserve bank (suggesting a wider mandate) and palpable tension with the tripartite alliance generally and the ANC 

all combined to create a very difficult environment for the financial sector in South Africa, with the big banks being the most 

affected. It comes as no surprise therefore that the JSE Banking index shed almost 8% in the 6 months to 30 June 2017.  

Barclays Africa was the worst performing bank in the six 

months, losing 11.3%, on the combination of the Public Protector 

recommending that Barclays Africa repay a legacy Reserve bank 

loan of R 1.2 bn. (i.r.o. Bankorp) and the ‘overhang’ of shares as 

their UK parent Barclays PLC trimmed their holding. We believe 

that the Davis commission dealt thoroughly with the Bankorp 

lifeline when they investigated the matter over a decade ago and 

see little reason for concern over Barclays selling down as they 

will remain a shareholder of reference until the registrar of banks 

and the SARB feel a replacement has been found. 

FirstRand was our preferred bank holding for much of the past 

7 or 8 years, and many clients continue to hold them, or their 

proxy RMB. While not our preferred bank on a 3 to 5-year view 

(given their SA concentration), FirstRand remains a very well-

run business. FirstRand had a tough 6 months, shedding just 

over 9%. 

Standard Bank delivered the best performance of the big 4 

banks, in that it lost a far more modest 2% in the period. We are 

becoming increasingly confident that Standard Bank is getting 

back to basic and is likely to deliver the best EPS growth of the 

big 4 over the medium term. 

Our preferred banking exposure remain Barclays Africa and 

Standard Bank (mainly because of their African exposure). While 

we see value in banking shares, given PEs of and dividend yields 

of 6% and above, we have decided to wait a little longer given the 

risk of further (local currency) downgrades and how this may 

affect banking shares. The best value is Barclays. We would 

consider adding Barclays a little lower down, but would wait for 

more weakness in Standard Bank. 

Discovery was one of the few local financials that posted gains in the six months, with the share price up 12.5% during the 

period. We see Discovery as being well run and very well placed, especially as some of the emerging businesses (PingAn, 

Discovery Insure and Vitality Group) start contributing to the bottom line. With a proven solution of replicating their IP 

into different markets (through the initial roll out of the Vitality IP), we believe Discovery will become a more balanced 

business with sustained earning momentum.  
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Industrials 

Aspen had a fairly lackluster first half, with the share price only 

just positive (+1.2%). While the price showed little excitement in 

the six months, the same could not be said for the actual business, 

as Aspen was the target of a fair amount of bad press and legal 

action on allegations of price gouging in Europe (on cancer drugs 

in Italy), as well as the target of a local competition commission 

investigation. We don’t believe that these allegations are in fact 

well founded, but this is beyond the space available in this report. 

We also don’t agree with the inferences (by some media) that 

management do not have a grip on company. 

We added Aspen to portfolios fairly recently (we saw it as 

overvalued for the past few years) and remain comfortable in 

holding Aspen, as we feel the medium-term prospects (as the new 

additions in anesthesia, active ingredient, infant milk etc.) will 

start to contribute meaningfully to earnings. We obviously also like 

the strong international earnings base.  

We see Aspen as one of the few counters one could add at current 

levels. 

BidCorp and Bidvest. While Bidvest and BidCorp were one 

entity until quite recently, they produced very divergent 

performances in the six months (Bidcorp up 22% and Bidvest was 

down 13%). 

We see this very divergent performance as clear evidence of the 

wisdom in separating the two entities, but it also speaks volumes 

about the underlying fundamentals of the businesses.  

BidCorp is essentially a food service focused group, operating in the UK, Europe, and Australasia, with fairly limited 

exposure to emerging markets (Africa, Latam and the middle east). The company is very well placed (in an attractive sector), 

and is a great Rand hedge.  

BidCorp looks set to deliver strong organic earnings growth, but is also expected (based on historical deal making) to drive 

EPS growth through sensible acquisitions. While a good business, we see BidCorp as stretched from a valuation (PE 

multiple) point of view, and would not be surprised to see some weakness should the rand remain at current levels.  

Bidvest is a very different business, essentially being a locally focused brands and services business. Bidvest is therefore 

very exposed to the underlying SA economy. Bidvest was down 13% in the six months, especially after they issued a weak 

outlook for the underlying businesses. We believe that Bidvest (due to its diversification in the local economy) has become 

a South Africa GDP play. Serious questions remain whether we will see sustained growth from the historic ‘Blue Chip”. We 

are currently reviewing Bidvest to decide on whether it should still feature in local model portfolios. 

 

Aspen’s Global Presence 
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Steinhoff had a disappointing 6 months from a share price perspective (they were down 5%) but were even weaker than 

that over a 1 year, having lost almost 18%.  

Steinhoff is now a truly global company, with its primary listing now in Frankfurt, and very little revenue and profit now 

from the local operations. While the recent results were difficult to analyse, due to changes in reporting currency and quite 

a few significant acquisitions, we thought the real results were generally solid.  

We continue to believe that Steinhoff is well positioned for sustained long term growth. We are confident that the recent 

acquisitions and new markets will help drive the EPS needle on the short to medium term. We have faith that management 

have the skills and drive to unlock shareholder value, for example with the anticipated spin off of the African operations into 

a separate listing. 

Resources Holdings 

As illustrated in our June market report, commodity prices have 

generally been volatile and weak in the first six months. Precious 

metals were however better, with gold up 7.5%, Platinum up about 3% 

and Palladium up 25%. The bulk commodities (e.g. iron ore) however 

did not share the same fortune with supply/demand dynamics still 

suppressing prices. 

Iron Ore had a difficult six months (down 21%) off a relatively high 

base at the start of the year (the price ran hard to almost $80 a ton in 

late 2016). Oil shared a similar fate with Brent Crude down 17% during 

the period. Lower commodity prices (generally), a firmer Rand and 

policy uncertainty weighed on some of our holdings (mainly Anglo) 

but the recent rally improved the 1-year rolling returns. 

BHP Billiton remains the pick of the diversified miners and our core 

resource holding. The price has been under some pressure in the last 

6 months (down 6%) mainly on the weaker bulk prices. The returns on 

a 1-year view however look much better, with a 12-month gain (to 30 

June) of 14%.  

Our preference for BHP Billiton is based on their low-cost operations 

(with further cost efficiencies), strong existing project growth (e.g. 

Western Australia iron ore output), strong project pipeline and 

product diversification. There is also tangible pressure for the 

company to spin off the petroleum assets, which would not only clean 

up their portfolio, but also could unlock some value. 

Anglo American too was hurt by weaker commodity prices and the 

firmer Rand, but lost a little more than BHP Billiton (Anglo -10% in 

the 6 months to June) on their greater SA exposure, following the 

release of the new mining charter.  While Anglo underperformed BHP 

Billiton on a 6-motnh view, it produced a much better 1-year 

performance, gaining a very respectable 25% in the year.  

 

Commodity % Returns 

Commodity 1M 6M 1Y 3Y 5Y 

Platinum -3% 3% -8% -38% -35% 

Gold -2% 7% -6% -6% -22% 

Palladium 3% 26% 43% 0% 46% 

Crude oil -4% -16% -4% -58% -50% 

Copper 5% 7% 22% -16% -23% 

Iron Ore 9% -21% 17% -33% -54% 

Coal 4% -8% 44% 9% -8% 
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While we still believe that Anglo is worth more than the sum of the 

parts, we do have concerns on the political landscape (e.g. a new 

mining charter), the weak performance of platinum over many 

years and the SA exposure.  

The positives for Anglo include greater strategic focus, a healthier 

balance sheet, the repositioning of Amplats and the steady ramp 

up at Minas Rio, not to mention the corporate action potential. 

Sasol remains heavily geared to the oil price and the Rand, both 

of which kept the counter subdued in the first half of the year 

(down 7%).  

In early 2016, we expressed some concern about Sasol’s outlook, 

given concerns that the market was too optimistic on near term 

earnings (too bullish on oil and too bearish on the Rand), that 

future was becoming less predictable and that they were 

overspending on the Ethane Cracker in Lake Charles (the US).  

With hindsight, our assessment was correct (oil was range bound 

and the Rand firmer than many expected), resulting (as we 

suggested at the time) in revised consensus HEPS for FYE June 

2017 of around R36 per share (was roughly R 43).  

We are now however (roughly 16 months later), looking at Sasol 

slightly differently. While the less predictable future remains an 

issue, we are feeling (on a 2 to 3-year view) more positive about the 

oil price (from these levels), sense that the Rand is vulnerable and 

are now looking forward to a positive contribution from Lake 

Charles in the very near future.  

We see value in Sasol at current levels.  

Small Cap Shares 

Korner Perspective have slowly and yet consciously and 

deliberately tilted our portfolios over the past years away from 

historic ‘royal blue-chips’ (e.g. MTN, PPC, Pick and Pay) into 

smaller and mid-cap shares (e.g. Zeder, Capevin, York Timber and 

Grand Parade) that we feel offered better fundamentals and long-

term prospects. 

In effect, we sold those businesses (big caps) that we felt were tired 

or vulnerable and diversified these into a larger number of small and mid-cap shares from our satellite list. The motivation 

was quite simply to get out of those we felt had been awarded some irrational quality premium, with the ultimate goal to 

protect portfolios and generate long term performance. 

 

 

Sasol - Lake Charles Chemical Project, 

transforming the company profile 

 

Source: Sasol LCCP Update – March 2017 
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While we stand by this strategy, the recent past has often been 

difficult for a number of small/ less liquid shares, on the combination 

of a very difficult local economy, nervousness in local equities and 

generally very low trading volumes. Small and mid-caps ironically 

often bear the brunt of a market sell off as there is naturally less 

interest (many bigger managers ignore small caps completely) in 

these shares, despite the fact that they often offer much better value 

than their big cap peers.  

So, while many people avoid small-cap shares believing them to be 

risky, we actually see the opportunity to play in small caps as an 

advantage that we have over other money managers, but always look 

for good margins of safety (e.g. shares trading at a big discount to 

Net Asset Value/ fair value). 

Argent Industrial delivered had a strong performance for the 6 

months (up 12%) having recovered nicely from a selloff in the 2nd 

quarter. The steel trading and related businesses might remain 

under pressure in a weaker economic outlook, but the NAV underpin 

provides a margin of safety.  

York Timber remains well placed for an operational recovery. York 

has been investing internally (e.g.  a new plywood plant), and look 

well placed in a tightly balanced local market, with interesting game 

changing opportunities (e.g. the Co-generation plant).  

York is a good long term operational story, that is underpinned by a 

massive discount to NAV. Our hypothesis is that York will (when 

markets stabilise) trend to its NAV, from its current discount of 

roughly 60% to NAV. Our investment case for York Timber still holds 

firm and we would add York at current levels. 

Grand Parade is suffering from a fundamental distrust from the 

market based on a growing sense that the investment holding 

company’s strategy of selling down gaming assets (largely passive) to 

grow its food business (Burger King, Dunkin donuts and Baskin 

Robbins) will not create the value as they fail to execute this strategic 

shift. While their underperformance is partly explained by the 

disappointing execution of Burger King, we believe that the 

investment case remains (for the foreseeable future at least), given 

the significant discount to underlying (NAV) value. 

While the NAV underpin provides investors in Grand Parade with a 

decent margin of safety, we are frankly becoming quite frustrated 

with how senior management are managing the business and 

stakeholders. 

 

 

KP Foundation Model Portfolio 
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KP Foundation Model Portfolio  

June 2017 

 

KP envisions for the satellite component of 

model portfolio to further increase in the 

medium term. This will provide the alpha in 

the portfolio, especially as the royal blue-chip 

holdings’ momentum starts to slip (given lofty 

multiples). 
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Mid-Cap Holdings 

Distell was down 6% in the first half of the year, as the demanding 

PE and non-materialisation of the corporate action promise weighed.  

We expected weakness as the multiple isn’t supported by the 

underlying fundamentals (EPS growth has been dull for a while now).  

We are also somewhat concerned that some acquisitions are not 

delivering what was expected, and that they overpaid for assets in a 

‘desperate’ attempt to diversify their business. Further concerns 

include how increased competition (e.g. in the Ready to Drink and 

Cider market) and pressure on consumers disposable income which 

could hurt earnings.  

We will watch Distell closely over the coming year and will look to sell 

if the performance does not improve. 

The Foschini Group (and the other South African retailers) has 

been under sustained pressure given the dire position of the SA 

consumer (e.g. disposable income pressure) and the entry of global 

competitors (e.g. H&M).  

TFG is, as a result, down 14% in the six months, with the risk 

remaining to the downside.  

While the local retailers have elected to buy offshore assets (e.g. in the 

UK and Australia) to reduce their dependency on the SA economy and 

consumer, we are concerned that those markets too may prove 

difficult and the price paid too high (see Brait and Woolworths). 

We remain wary of the local retailers, even though they theoretically 

could be trading near intrinsic value. We will wait to see how the 

groups perform in the coming reporting season. 

City Lodge might have followed the Mid-cap index lower (with the 

share price down 5%), but fundamentals are steadily improving on 

the medium to long term.  

The offering remains compelling from a business travel point of view 

(as rooms remain well priced), with new African operations (currently 

dead CAPEX) set to be earning accretive in the short to medium term.  

The caveat however is the extent to which the recession and poor 

business sentiment will hurt earnings. While City Lodge looks 

reasonably priced, we are going to first analyse the June results (due 

soon) to see just how much the economy will affect them.   

 

What have had a look at? 

During the first half KP has had a closer look 

at some peripheral counters, which for a 

variety of reasons has not made it into model 

portfolios. We will however keep an eye on 

these businesses specifically if we see a better 

operating environment. 

• Sun International –  The business has gone 

through a difficult phase, with dead capex 

weighing on results. The refurbs and new 

projects coming on line will however be 

earnings accretive in the medium term. KP 

remains worried about the debt position, 

as well as the underlying economic 

conditions (with the consumer under a fair 

amount of pressure). 

 

• Mediclinic – It is a very different business 

from what it was 5 years ago. SA now only 

represents 30% of profit. Even with some 

legislative changes (e.g. relief in the Zurich 

canton tax, and the Thiqa co-payments), 

we can’t ignore the medium and long-term 

risks of: 

• Possible impact of NHI, and other 

unknown legislative changes. 

• Operational performance lacking from 

the Middle East, especially as the 

retaining of doctors has been 

challenging. 

• Possible competition investigations of 

the SA big 3. 

• Greater competition from sub-acute 

and day care centres, and 

• Brait – After the Pepco deal, Brait has 

transformed with a more diverse exposure. 

The acquisition in New Look is however 

questioned as the strategic positioning and 

Brexit affect could place pressure on 

operations. Further concerns include the 

debt position of holdings, as well as the 

valuation approach of underlying assets, 

elevating the Net Asset Value. The recent 

pull back to R61 has confirmed our 

valuation concerns, but could point to a 

more sensible alignment of price and 

Intrinsic NAV. 
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