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Buzz 107

Error in Hedgehog Report
Andrew Hart wrote telling me that the analysis of the portfolio’s sector returns referred to the gains column instead of the returns column.  Thank you Andrew!  One of the strengths of Our Programme is the contributions made by people like Andrew.  Jade and I are in the process of fixing each portfolio.  I find it amazing that no one picked this up over the past six years, and that goes for me as well.

BATS
I wrote in Buzz 106:  “The share price hit a high of R947 in November of 2017 and then tanked to a low of R420 in January 2019, a fall of 56%.  For a company of this size this is massive.  In March 2019, after the publication of BTI’s December 2018 financials, the share price soared to over R600, a jump of 43% from its low.  It is fluctuating between R500 and R600 at present.

Charl Lishman, one of our Hedgehog members from Australia, wrote to tell me that he understands that the fall was caused by the MSCI excluding tobacco stocks from their Indexes.  This was exacerbated by the FDA wanting to outlaw the sale of Menthol cigarettes.

I took some time off to study BTI’S financials.  They repeat over and over again that smoking cigarettes is the most dangerous way of consuming tobacco and that they are committed to growing their “potentially reduced risk products” (PRRP) over time.  They admit that cigarette consumption is falling.  The problem is can their PRRP fill the gap?
Is there a reason to have this share in your long-term portfolio, other than to benefit from any possible rand-hedge effects?  There is a move in the investment community around the world to exclude tobacco companies from their investment portfolios on moral grounds.  This has had a negative impact on the market price of the share.  You can either take the moral high ground and exclude BTI from your portfolio or see this as an investment opportunity. 
MTN

I have just completed my analysis of MTN’s financials. An analysis of their returns over the past five years is: 

	Year
	DPS
	Return
	Fun E
	Sent E

	2014
	1110
	7.1%
	32.2%
	-25.1%

	2015
	1280
	-35.9%
	17.3%
	-53.3%

	2016
	1080
	2.9%
	-7.7%
	10.6%

	2017
	700
	14.4%
	-29.0%
	43.5%

	2018
	500
	-31.1%
	-24.7%
	-6.3%

	5 Years
	
	-11.1%
	-2.4%
	-8.7%


Clearly the market got it wrong in 2017 with a positive 43.5% sentiment effect.  That would have been the time to dump the share if you had it in your portfolio.

Between 2015 and 2018 the company’s equity fell from R146bn to R85bn (2016: -44bn, 2017 –R10bn and 2018 –R8bn), a massive destruction in value.
The growth rate imputed in the price of the share is 5.9%.  The average growth in revenue over the past six years has been 1.9% p.a. and the sustainable growth rate is -3.3% p.a. (the dividend payout ratio is 148%).  What do you think the chances are of the company being able to grow dividends by 6% p.a. long term?
Curro

The company’s return on equity was 2.4% in 2013 when it had 26 campuses and 21 000 pupils.  In 2019 it had 68 campuses (161% growth) and 51 000 pupils (143% growth) and its ROE is only 4.7%.  If shareholders are looking for a return on investment of 10% p.a., how long will it take the company to achieve a ROE of 10%?  When, and if, it ever gets there the price book ratio should be 1.  The price book ratio at present is over 2, which is really pushing it.  How was it possible that the market price was able to reach R58 a share in 2015 (it is presently R26 a share) with a price book ratio of 6.7?  Clearly there are a lot of confused investors out there.  This was one of the shares I predicted would crash way back then.
Standard Bank and Absa Analyses
These two companies illustrate the Research Note 20 concept perfectly – such a powerful way of analysing the performance of a share.  Take some time off to understand the methodology.  When you have downloaded the updated Database from the secure section of our website, open SBK and study the Stats sheet.

1. The company has produced excellent fundamental returns over the past 10 years (14.5% p.a. over 10 years, 19.8% p.a. over five years and 20.0% p.a. over three years).

2.  Only once since 2009 has the dividend per share slipped (see the profile of the share).

3.  The imputed growth rate has been reducing since 2011 with the resultant negative imputed growth effect on returns.  In 2017 there was a jump in the imputed growth rate (which promptly reversed the next year) causing a 25.8% negative imputed growth rate effect on the return..
Try this analysis on Absa.
Kind regards,
Charles Hattingh,
May 2019
105
1

