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Unit trust goes pear-shaped
The Financial Sector Conduct Authority (FSCA) has imposed a fine of R100m on MET Collective Investments relating to losses incurred by the Third Circle MET Target Return Fund in December 2015 when the unit trust lost 66% of its value in two days due to derivatives going pear-shaped.  This unit trust is part of the Momentum Metropolitan Holdings stable.

Did I not warn you that the more words in the name of a fund, the higher is the risk?  Warren Buffett called derivatives weapons of mass destruction.  How is it possible that they exposed their investors to this risk?  Careless!

Profiling Shoprite
Some of you may remember an idiot in one of our workshops a few years ago extolling the virtues of Shoprite – a superb business and one of the few companies in SA that truly understands how to operate in Africa.  It just shows that no amount of analysis can give one insight into the future performance of a company.  On analysing their recent financials I was stunned to see just how wrong I was – a humbling experience.  I am holding onto the shares in the “hope” that there would be a turnaround, against my declared policy not to bet on turnarounds (stupid male).

1. Growth in revenue has dropped from 14.4% in 2016 to 3.5% in 2019

2. Growth in margin has fallen from 15.6% in 2016 to -7.1% in 2019

3. Growth in earnings has tumbled from 17.2% in 2016 to negative 18.1% in 2019

4. Growth in comprehensive income has dropped from 13.4% in 2016 negative 67.0% in 2019

5. Return on equity has deteriorated from 22.7% in 2016 to 16.3% in 2019

6. Debt to equity has increased from 38.4% in 2016 to 61.2% in 2019

7. In 2019 the company recorded a massive R2.8bn loss on foreign currency translation reserve – so much for investing outside RSA

We won’t get into the fall in the share price this year so far.
Profiling Woolworths
When Woolies announced that it was going into Aussie, the share price tanked.  After assurances given by management, confidence was restored – hey, this would be a good rand hedge share to hold in your portfolio!
1. In two years the company has recorded R13bn of impairment losses – a massive destruction in value

2. Growth in revenue has fallen from 15.0% in 2016 to 6.6% in 2019.

3. Growth in margin has dropped from 24.7% in 2016 to negative 2.1% in 2019

4. Growth in earnings has crashed from 44.0% in 2016 to negative 69.4% in 2019

5. Growth in comprehensive income has sunk from 333.4% in 2016 to negative 60.3% in 2019

6. Growth in HEPs has deteriorated from 23.2% in 2016 to negative 1.0% in 2019

7. The share price fell by 14.9%, 26.7%, 10.0% and 11.8% from 2016 to 2019
You would have thought that management would have learned from Pick n Pay’s venture in Australia, both located in Cape Town.

Profiling Mediclinic

Here is another company that fell for “the grass is greener on the other side” myth.
1. In the past two years the company has reported impairment losses of R19bn

2. Growth in revenue in 2019 was a mere 2.2%

3. In the calendar year of 2017 the share produced a negative return of 17.1% and in 2018 a negative return of 42.5%
The share price seems to have stabilised in 2019 although the risks are still high.
Profiling First Rand

If you want to see a consistent performer, study the analysis of this share in the database.

Comment on Database

Most registered users of our database have no idea what it contains.  You do not have to be an accountant to understand the du Pont system of analysis – just look and give your mind time to absorb.  It is simple, logical and really powerful.
I have simplified the market information in the database.  We need to know the Alsi performance as our long term goal is to beat the market return.  We need to know the Top 40 performance as we use this index as our beta in our strategy.  We need to know the performances of the three sectors and three strata to help us with our allocation and selection of the shares in our portfolios.  The Findi 30 is a distraction and clutters the database.  Bye-bye Findi 30.  Have a look at our new database.

Kind regards,
Charles Hattingh,
October 2019
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