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E + R = O
You have probably come across Einstein’s famous equation E = MC2, i.e. Energy = Mass x Speed of light squared, which was the pre-cursor to the development of the atomic bomb.  A less violent equation is Event + Response = Outcome.

Take the following four responses to an employee being told that he or she has made an error (event):

1. Breaks down crying as feelings are hurt.  Outcome: Zero.

2. Gets angry and goes away sulking.  Outcome: Zero.
3. Acknowledges error, changes the subject.  Outcome: Zero.

4. Thanks the boss for pointing out the error, establishes the cause thereof (not focusing, no built-in controls, no internal check, etc.) and rectifies the procedure so it does not happen again.  Outcome: One step closer to perfection. 

Another example: your portfolio is not achieving a positive Alsi alpha.  Possible responses:
1. Bury your head in the sand: Outcome: Zero.
2. Pretend it will self-rectify over time: Outcome: Zero.
3. Get angry if this is pointed out to you: Outcome: Zero.
The response that will have a positive impact on your wealth is to follow the post-mortem procedure in the Hedgehog return (analyse the outcomes, establish the causes of the various outcomes, identify the underlying reasons for the causes and rectify your approach, if necessary).
Many years ago a married couple (friends of mine) moved to Australia.  Their home language was Afrikaans.  However, their use of the English language was superb but for one thing:  they used the singular form of the verb when the noun to which it referred was in the plural form, and, occasionally, vice versa, e.g. “They is going home” and “He are handsome”.  I was concerned that they would be ridiculed in Aussie so asked them if I could help them solve this problem.  They reluctantly agreed to ask for my assistance so I emailed them with the rule and gave them ten examples to illustrate it.  On receipt of my email they lashed out at me and I lost two friends.  This is a perfect example of a poor response to an important event.
Results of Survey

As part of our succession planning we emailed the 1 651 existing registered users of our database asking them if they wanted to continue receiving the free update service and monthly market feedbacks and buzzes.  We also asked them to what extent they used the Newsflash, market information and company information in the database.  421 (25%) replied.  Usage of the information was:

Newsflash: Weekly 51%, occasionally 46%, never 3%

Market info: Monthly 53%, occasionally 45%, never 2%
Company info: Monthly 44%, occasionally 52%, never 4%

We followed up with another email asking the other 1 230 if they wanted to continue receiving the free service until 31 December 2019.  1 073 replied in the affirmative so we have deleted the remaining 578 from our active list.
Profiling Capitec

One of my favourite investments has been Capitec.  However, their recent published results gave me cause to reflect.

The share’s imputed growth rate is presently close to 9% p.a., i.e. the growth rate in future dividends the market is using to arrive at the market price of the share.  For such growth to be sustainable the company’s earnings should grow by approximately 9% p.a.   The primary source of growth is growth in revenue.  The secondary source is growth in earnings.
Here are the growth percentages for the key elements of Capitec’s historical income statements from 2014 to 2019:

	Element
	14
	15
	16
	17
	18
	19

	Revenue
	26%
	16%
	4%
	18%
	16%
	6%

	Expenses
	16%
	21%
	-8%
	20%
	22%
	12%

	NPB impairments
	37%
	11%
	17%
	17%
	10%
	1%

	Impairments *
	50%
	1%
	10%
	16%
	3%
	-16%

	NPB taxes
	24%
	26%
	26%
	17%
	18%
	15%

	Taxes
	18%
	25%
	25%
	15%
	18%
	6%

	PAT
	27%
	26%
	26%
	18%
	17%
	18%


* Of advances
Do you see my problem?  Clearly the past is not the only factor one takes into account when projecting the future but I wonder how many have analysed the above historical ratios?

Statutory v Integrated Reports
When extracting the information for the company analysis I have, in the past, tended to use the information in the five year statistical review as published in the integrated report, if available.  Jade was editing my HEPS in Pick n Pay’s share information from the audited financial statements and found that it did not agree with my extrracts.  I then discovered that the HEPS in the integrated report had been adjusted for “non-recurring items”.  Lesson learned – go to the source to get your information!.  
Kind regards,
Charles Hattingh,
July 2019
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